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§181.131

authorities in the United States re-
sponsible for the administration and
enforcement of determinations of ori-
gin and of customs and revenue mat-
ters.

Subpart L—Rules of Origin

§181.131 Rules of origin.

(a) The regulations effective October
1, 1995, implementing the rules of ori-
gin provisions of General Note 12,
HTSUS, and Chapter Four of the
NAFTA are contained in the appendix
to this part.

(b) If the fiscal year of a producer of
goods begins before October 1, 1995, the
producer may choose to have the regu-
lations implementing the rules of ori-
gin provisions of General Note 12,
HTSUS, and Chapter Four of the
NAFTA that were in effect prior to Oc-
tober 1, 1995 (see 19 CFR chapter I, 1994
edition, appendix to part 181) continue
to apply in regard to all goods pro-
duced by that producer for the remain-
der of that fiscal year.

(c) If a motor vehicle producer’s fis-
cal year that has been chosen by a pro-
ducer of goods pursuant to section 12(5)
of the regulations referred to in para-
graph (b) of this section begins before
October 1, 1995, the producer of the
goods may choose to have those regula-
tions continue to apply in regard to the
goods produced by that producer for
the remainder of that fiscal year, pro-
vided that:

(1) The producer of the goods has
made an election under section 12(1) of
those regulations or has provided a
statement referred to in section 9(6) or
10(8) of those regulations that states
the value of non-originating materials
determined in accordance with section
12(3) of those regulations; and

(2) The period chosen under section
12(5) of those regulations is the fiscal
year of the motor vehicle producer to
whom those goods are sold.

§181.132 Disassembly.

(a) Treated as production. For pur-
poses of implementing the rules of ori-
gin provisions of General Note 12,
HTSUS, and Chapter Four of the
NAFTA, except as provided in para-
graph (b) of this section, disassembly is
considered to be production, and a

19 CFR Ch. | (4-1-14 Edition)

component recovered from a good dis-
assembled in the territory of a Party
will be considered to be originating as
the result of such disassembly provided
that the recovered component satisfies
all applicable requirements of Annex
401 and this part.

(b) Ezception; new goods. Disassembly,
as provided in paragraph (a) of this sec-
tion, will not be considered production
in the case of components that are re-
covered from new goods. For purposes
of this paragraph, a ‘“‘new good’ means
a good which is in the same condition
as it was when it was manufactured
and which meets the commercial
standards for new goods in the relevant
industry.

[70 FR 37674, June 30, 2005]

APPENDIX TO PART 181—RULES OF
ORIGIN REGULATIONS

SECTION 1. CITATION

This appendix may be cited as the NAFTA
Rules of Origin Regulations.

PART I

SECTION 2. DEFINITIONS AND
INTERPRETATION

DEFINITIONS

(1) For purposes of this appendix,
‘‘accessories, spare parts or tools that are de-
livered with a good and form part of the
good’s standard accessories, spare parts or
tools’” means goods that are delivered with a
good, whether or not they are physically af-
fixed to that good, and that are used for the
transport, protection, maintenance or clean-
ing of the good, for instruction in the assem-
bly, repair or use of that good, or as replace-
ments for consumable or interchangeable
parts of that good;
‘“‘adjusted to an F.0.B. basis’’ means, with re-
spect to a good, adjusted by
(a) deducting
(i) the costs of transporting the good
after it is shipped from the point of di-
rect shipment,
(ii) the costs of unloading, loading, han-
dling and insurance that are associated
with that transportation, and
(iii) the cost of packing materials and
containers,
where those costs are included in the
transaction value of the good, and
(b) adding
(i) the costs of transporting the good
from the place of production to the point
of direct shipment,
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(ii) the costs of loading, unloading, han-
dling and insurance that are associated
with that transportation, and
(iii) the costs of loading the good for
shipment at the point of direct shipment,
where those costs are not included in the
transaction value of the good;
‘““Agreement’ means the North American Free
Trade Agreement;
‘‘applicable change in tariff classification”
means, with respect to a non-originating ma-
terial used in the production of a good, a
change in tariff classification specified in a
rule set out in Schedule I for the tariff provi-
sion under which the good is classified;
‘“‘automotive component’ means a good that
is referred to in column I of an item of
Schedule V;
‘‘automotive component assembly’’ means a
good, other than a heavy-duty vehicle, that
incorporates an automotive component;
‘‘costs incurred in packing’’ means, with re-
spect to a good or material, the value of the
packing materials and containers in which
the good or material is packed for shipment
and the labor costs incurred in packing it for
shipment, but does not include the costs of
preparing and packaging it for retail sale;
‘“‘customs value’ means
(a) in the case of Canada, value for duty as
defined in the Customs Act, except that for
purposes of determining that value the ref-
erence in section 55 of that Act to ‘“‘in ac-
cordance with the regulations made under
the Currency Act” shall be read as a ref-
erence to ‘‘in accordance with subsection
3(1) of these Regulations’,
(b) in the case of Mexico, the wvalor en
aduana as determined in accordance with
the Ley Aduanera, converted, in the event
such value is not expressed in Mexican cur-
rency, to Mexican currency at the rate of
exchange determined in accordance with
subsection 3(1) of these Regulations, and
(c) in the case of the United States, the
value of imported merchandise as deter-
mined by the Customs Service in accord-
ance with section 402 of the Tariff Act of
1930, as amended, converted, in the event
such value is not expressed in United
States currency, to United States currency
at the rate of exchange determined in ac-
cordance with subsection 3(1) of these Reg-
ulations.
‘‘days’” means calendar days, and includes
weekends and holidays;
‘‘direct labor costs’ means costs, including
fringe benefits, that are associated with em-
ployees who are directly involved in the pro-
duction of a good;
‘“‘direct material costs’ means the value of
materials, other than indirect materials and
packing materials and containers, that are
used in the production of a good;
“‘direct overhead” means costs, other than
direct material costs and direct labor costs,
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that are directly associated with the produc-
tion of a good;
‘“‘enterprise’’ means any entity constituted
or organized under applicable laws, whether
or not for profit and whether privately
owned or governmentally owned, including
any corporation, trust, partnership, sole pro-
prietorship, joint venture or other associa-
tion;
“‘excluded costs” means sales promotion,
marketing and after-sales service costs, roy-
alties, shipping and packing costs and non-
allowable interest costs;
“‘fungible goods’ means goods that are inter-
changeable for commercial purposes and the
properties of which are essentially identical;
“fungible materials’” means materials that
are interchangeable for commercial purposes
and the properties of which are essentially
identical;
‘“‘Harmonized System’” means the Har-
monized Commodity Description and Coding
System, including its General Rules of Inter-
pretation, Section Notes and Chapter Notes,
as set out in
(a) in the case of Canada, the Customs Tar-
iff,
(b) in the case of Mexico, the Tarifa de la
Ley del Impuesto General de Importacion, and
(c) in the case of the United States, the
Harmonized Tariff Schedule of the United
States;
‘“‘heavy-duty vehicle”” means a motor vehicle
provided for in any of heading 8701, tariff
items 8702.10.30 and 8702.90.30 (vehicles for
the transport of 16 or more persons), sub-
headings 8704.10, 8704.22, 8704.23, 8704.32 and
8704.90 and heading 8705 and 8706;
“identical goods’ means, with respect to a
good, goods that
(a) are the same in all respects as that
good, including physical characteristics,
quality and reputation but excluding
minor differences in appearance,
(b) were produced in the same country as
that good, and
(c) were produced
(i) by the producer of that good, or
(ii) by another producer, where no goods
that satisfy the requirements of para-
graphs (a) and (b) were produced by the
producer of that good;
‘‘identical materials’® means, with respect to
a material, materials that
(a) are the same as that material in all re-
spects, including physical characteristics,
quality and reputation but excluding
minor differences in appearance,
(b) were produced in the same country as
that material, and
(c) were produced
(i) by the producer of that material, or
(ii) by another producer, where no mate-
rials that satisfy the requirements of
paragraphs (a) and (b) were produced by
the producer of that material;
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‘“‘incorporated’” means, with respect to the
production of a good, a material that is
physically incorporated into that good, and
includes a material that is physically incor-
porated into another material before that
material or any subsequently produced ma-
terial is used in the production of the good;
‘“‘indirect material’’ means a good used in the
production, testing or inspection of a good
but not physically incorporated into the
good, or a good used in the maintenance of
buildings or the operation of equipment asso-
ciated with the production of a good, and in-
cludes

(a) fuel and energy,

(b) tools, dies and molds,

(c) spare parts and materials used in the

maintenance of equipment and buildings,

(d) lubricants, greases, compounding mate-

rials and other materials used in produc-

tion or used to operate equipment and

buildings,

(e) gloves, glasses, footwear, clothing, safe-

ty equipment and supplies,

(f) equipment, devices and supplies used for

testing or inspecting the other goods,

(g) catalysts and solvents, and

(h) any other goods that are not incor-

porated into the good but the use of which

in the production of the good can reason-

ably be demonstrated to be part of that

production;
‘“‘interest costs’ means all costs paid or pay-
able by a person to whom credit is, or is to
be advanced, for the advancement of credit
or the obligation to advance credit;
‘“‘intermediate material”’ means a self-pro-
duced material that is used in the production
of a good and is designated as an inter-
mediate material under section 7(4) ;
“‘light-duty automotive good’ means a light-
duty vehicle or a good of a tariff provision
listed in Schedule IV that is subject to a re-
gional value-content requirement and is for
use as original equipment in the production
of a light-duty vehicle;
“‘light-duty vehicle”” means a motor vehicle
provided for in any of tariff items 8702.10.60
and 8702.90.60 (vehicles for the transport of 15
or fewer persons) and subheadings 8703.21
through 8703.90, 8704.21 and 8704.31;
‘‘listed material” means a good that is re-
ferred to in column II of an item of Schedule
V;
‘“‘location of the producer’ means,

(a) where the warehouse or other receiving

station at which a producer receives mate-

rials for use by the producer in the produc-

tion of a good is located within a radius of

75 km (46.60 miles) from the place at which

the producer produces the good, the loca-

tion of that warehouse or other receiving

station, and

(b) in any other case, the place at which

the producer produces the good in which a

material is to be used;

19 CFR Ch. | (4-1-14 Edition)

‘“material’”’ means a good that is used in the
production of another good, and includes a
part or ingredient;
‘“motor vehicle assembler’” means a producer
of motor vehicles and any related person
with whom, or joint venture in which, the
producer participates with respect to the
production of motor vehicles;
“month’ means a calendar month;
“NAFTA country” means a Party to the
Agreement;
‘“‘national” means a natural person who is a
citizen or permanent resident of a NAFTA
country, and includes
(a) with respect to Mexico, a national or
citizen according to Articles 30 and 34, re-
spectively, of the Mexican Constitution,
and
(b) with respect to the United States, a
“national of the United States’ as defined
in the Immigration and Nationality Act on
the date of entry into force of the Agree-
ment;
“‘net cost method’” means the method of cal-
culating the regional value content of a good
that is set out in section 6(3);
‘“‘non-allowable interest costs’ means inter-
est costs incurred by a producer on the pro-
ducer’s debt obligations that are more than
700 basis points above the yield on debt obli-
gations of comparable maturities issued by
the federal government of the country in
which the producer is located;
“‘non-originating good” means a good that
does not qualify as originating under this ap-
pendix;
“non-originating material” means a mate-
rial that does not qualify as originating
under this appendix;
‘‘original equipment’’ means a material that
is incorporated into a motor vehicle before
the first transfer of title or consignment of
the motor vehicle to a person who is not a
motor vehicle assembler, and that is
(a) a good of a tariff provision listed in
Schedule IV, or
(b) an automotive component assembly,
automotive component, sub-component or
listed material;
‘“‘originating good’” means a good that quali-
fies as originating under this appendix;
‘“‘originating material”’ means a material
that qualifies as originating under this ap-
pendix;
‘“‘other costs,” with respect to total cost,
means all costs that are not product costs or
period costs;
‘“‘packaging materials and containers”
means materials and containers in which a
good is packaged for retail sale;
‘“‘packing materials and containers’” means
materials and containers that are used to
protect a good during transportation, but
does not include packaging materials and
containers;
‘“‘payments’ means, with respect to royalties
and sales promotion, marketing and after-
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sales service costs, the costs expensed on the
books of a producer, whether or not an ac-
tual payment is made;
‘‘period costs’ means costs, other than prod-
uct costs, that are expensed in the period in
which they are incurred;
“person’ means a natural person or an en-
terprise;
‘“‘person of a NAFTA country’” means a na-
tional, or an enterprise constituted or orga-
nized under the laws of a NAFTA country;
‘“‘point of direct shipment’” means the loca-
tion from which a producer of a good nor-
mally ships that good to the buyer of the
good;
‘“‘producer’” means a person who grows,
mines, harvests, fishes, traps, hunts, manu-
factures, processes or assembles a good;
‘“‘product costs’ means costs that are associ-
ated with the production of a good, and in-
cludes the value of materials, direct labor
costs and direct overhead;
‘“‘production’ means growing, mining, har-
vesting, fishing, trapping, hunting, manufac-
turing, processing or assembling a good;
‘“‘related person’’ means a person related to
another person on the basis that

(a) they are officers or directors of one an-

other’s businesses,

(b) they are legally recognized partners in

business,

(c) they are employer and employee,

(d) any person directly or indirectly owns,

controls or holds 25 percent or more of the

outstanding voting stock or shares of each

of them,

(e) one of them directly or indirectly con-

trols the other,

(f) both of them are directly or indirectly

controlled by a third person, or

(g) they are members of the same family

(members of the same family are natural

or adopted children, brothers, sisters, par-

ents, grandparents, or spouses);
‘“‘reusable scrap or by-product’” means waste
and spoilage that is generated by the pro-
ducer of a good and that is used in the pro-
duction of a good or sold by that producer;
‘“‘right to use,” for purposes of the definition
of royalties, includes the right to sell or dis-
tribute a good;
‘“‘royalties’ means payments of any kind, in-
cluding payments under technical assistance
agreements or similar agreements, made as
consideration for the use of, or right to use,
any copyright, literary, artistic, or scientific
work, patent, trademark, design, model,
plan, secret formula or process, excluding
those payments under technical assistance
agreements or similar agreements that can
be related to specific services such as

(a) personnel training, without regard to

where performed, and

(b) if performed in the territory of one or

more of the NAFTA countries, engineering,

tooling, die-setting, software design and
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similar computer services, or other serv-
ices;
‘‘sales promotion, marketing and after-sales
service costs’ means the following costs re-
lated to sales promotion, marketing and
after-sales service:
(a) sales and marketing promotion; media
advertising; advertising and market re-
search; promotional and demonstration
materials; exhibits; sales conferences,
trade shows and conventions; banners;
marketing displays; free samples; sales,
marketing and after-sales service lit-
erature (product brochures, catalogs, tech-
nical literature, price lists, service manu-
als, sales aid information); establishment
and protection of logos and trademarks;
sponsorships; wholesale and retail re-
stocking charges; entertainment;
(b) sales and marketing incentives; con-
sumer, retailer or wholesaler rebates; mer-
chandise incentives;
(c) salaries and wages, sales commissions,
bonuses, benefits (for example, medical, in-
surance, pension), traveling and living ex-
penses, membership and professional fees,
for sales promotion, marketing and after-
sales service personnel;
(d) recruiting and training of sales pro-
motion, marketing and after-sales service
personnel, and after-sales training of cus-
tomers’ employees, where such costs are
identified separately for sales promotion,
marketing and after-sales service of goods
on the financial statements or cost ac-
counts of the producer;
(e) product liability insurance;
(f) office supplies for sales promotion, mar-
keting and after-sales service of goods,
where such costs are identified separately
for sales promotion, marketing and after-
sales service of goods on the financial
statements or cost accounts of the pro-
ducer;
(g) telephone, mail and other communica-
tions, where such costs are identified sepa-
rately for sales promotion, marketing and
after-sales service of goods on the financial
statements or cost accounts of the pro-
ducer;
(h) rent and depreciation of sales pro-
motion, marketing and after-sales service
offices and distribution centers;
(i) property insurance premiums, taxes,
cost of utilities, and repair and mainte-
nance of sales promotion, marketing and
after-sales service offices and distribution
centers, where such costs are identified
separately for sales promotion, marketing
and after-sales service of goods on the fi-
nancial statements or cost accounts of the
producer; and
(j) payments by the producer to other per-
sons for warranty repairs;
‘“‘self-produced material” means a material
that is produced by the producer of a good
and used in the production of that good;
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‘“‘shipping and packing costs’’ means the
costs incurred in packing a good for ship-
ment and shipping the good from the point of
direct shipment to the buyer, excluding the
costs of preparing and packaging the good
for retail sale;

‘“‘similar goods” means, with respect to a

good, goods that
(a) although not alike in all respects to
that good, have similar characteristics and
component materials that enable the goods
to perform the same functions and to be
commercially interchangeable with that
good,

(b) were produced in the same country as
that good, and
(c) were produced
(i) by the producer of that good, or
(ii) by another producer, where no goods
that satisfy the requirements of para-
graphs (a) and (b) were produced by the
producer of that good;

‘“‘similar materials’ means, with respect to a

material, materials that
(a) although not alike in all respects to
that material, have similar characteristics
and component materials that enable the
materials to perform the same functions
and to be commercially interchangeable
with that material,

(b) were produced in the same country as
that material, and (c) were produced
(i) by the producer of that material, or
(ii) by another producer, where no mate-
rials that satisfy the requirements of
paragraphs (a) and (b) were produced by
the producer of that material;

‘‘subject to a regional value-content require-
ment”’ means, with respect to a good, that
the provisions of this appendix that are ap-
plied to determine whether the good is an
originating good include a regional value-
content requirement;

‘‘sub-component’ means a good that com-
prises a listed material and one or more
other materials or listed materials;

‘“‘tariff provision’”” means a heading,

heading or tariff item;

‘“‘territory’’ means, with respect to
(a) Canada, the territory to which its cus-
toms laws apply, including any areas be-
yond the territorial seas of Canada within
which, in accordance with international
law and its domestic law, Canada may ex-
ercise rights with respect to the seabed and
subsoil and their natural resources,

(b) Mexico,
(i) the states of the Federation and the
Federal District,
(ii) the islands, including the reefs and
keys, in adjacent seas,

sub-

(iii) the islands of Guadalupe and
Revillagigedo situated in the Pacific
Ocean,

(iv) the continental shelf and the sub-
marine shelf of such islands, keys and
reefs,

19 CFR Ch. | (4-1-14 Edition)

(v) the waters of the territorial seas, in
accordance with international law, and
its interior maritime waters,
(vi) the space located above the national
territory, in accordance with inter-
national law, and
(vii) any areas beyond the territorial
seas of Mexico within which, in accord-
ance with international law, including
the United Nations Convention on the
Law of the Sea, and its domestic law,
Mexico may exercise rights with respect
to the seabed and subsoil and their nat-
ural resources, and
(c) the United States,
(i) the customs territory of the United
States, which includes the 50 states, the
District of Columbia and Puerto Rico,
(ii) the foreign trade zones located in the
United States and Puerto Rico, and
(iii) any areas beyond the territorial seas
of the United States within which, in ac-
cordance with international law and its
domestic law, the United States may ex-
ercise rights with respect to the seabed
and subsoil and their natural resources;
‘““total cost’” means the total of all product
costs, period costs and other costs incurred
in the territory of one or more of the NAFTA
countries;
“transaction value method” means the
method of calculating the regional value
content of a good that is set out in sub-
section 6(2);
‘“‘used’”” means used or consumed in the pro-
duction of a good;
‘“‘verification of origin” means a verification
of origin of goods under
(a) in the case of Canada, paragraph
42.1(1)(a) or subsection 42.2(2) of the Cus-
toms Act,
(b) in the case of Mexico, Article 506 of the
Agreement, and
(c) in the case of the United States, section
509 of the Tariff Act of 1930, as amended.

INTERPRETATION: ‘‘SIMILAR”’

(2) For purposes of the definitions of ‘“‘similar
goods” and ‘‘similar materials,”’” the quality
of the goods or materials, their reputation
and the existence of a trademark are among
the factors to be considered for purposes of
determining whether goods or materials are
similar.

INTERPRETATION: TERMS USED TO REFER TO
HTSUS; USE OF TERM ‘‘BOOKS’’

(3) For purposes of this appendix,

(a) ‘“‘chapter,” unless otherwise indicated,
refers to a chapter of the Harmonized Sys-
tem;

(b) “heading’’ refers to any four-digit num-
ber, or the first four digits of any number,
set out in the column ‘‘Heading/Sub-
heading’’ in the Harmonized System;
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(c) ‘‘subheading’ refers to any six-digit NAFTA countries apply to those laws as
number, or the first six digits of any num- they may be amended or superseded.

ber, set out in the column ‘‘Heading/Sub-
heading” in the Harmonized System;
(d) ‘“‘tariff item”’ refers to any eight-digit

CALCULATION OF TOTAL COST

(6) For purposes of sections 5(9), 6(11) and 7(6)

number set out in the column ‘‘Heading/ and sections 10(1)(a) (i) and (ii),

Subheading”’ in the Harmonized System;
(e) any reference to a tariff item in Chap-
ter Four of the Agreement or this appendix
that includes letters shall be reflected as
the appropriate eight-digit number in the
Harmonized System as implemented in
each NAFTA country; and
(f) “books” refers to,
(i) with respect to the books of a person
who is located in a NAFTA country,
(A) books and other documents that
support the recording of revenues, ex-
penses, costs, assets and liabilities and
that are maintained in accordance with
Generally Accepted Accounting Prin-
ciples set out in the publications listed
in Schedule XII with respect to the ter-
ritory of the NAFTA country in which
the person is located, and
(B) financial statements, including
note disclosures, that are prepared in
accordance with Generally Accepted
Accounting Principles set out in the
publications listed in Schedule XII
with respect to the territory of the
NAFTA country in which the person is
located, and
(ii) with respect to the books of a person
who is located outside the territories of
the NAFTA countries,
(A) books and other documents that
support the recording of revenues, ex-
penses, costs, assets and liabilities and
that are maintained in accordance with
generally accepted accounting prin-
ciples applied in that location or,
where there are no such principles, in
accordance with the International Ac-
counting Standards, and
(B) financial statements, including
note disclosures, that are prepared in
accordance with generally accepted ac-
counting principles applied in that lo-
cation or, where there are no such prin-
ciples, in accordance with the Inter-
national Accounting Standards.

USE OF EXAMPLES TO ILLUSTRATE THE
APPLICATION OF A PROVISION

(4) Where an example, referred to as an ‘‘Ex-

(a) total cost consists of all product costs,
period costs and other costs that are re-
corded, except as otherwise provided in
paragraphs (b) (i) and (ii), on the books of
the producer without regard to the loca-
tion of the persons to whom payments with
respect to those costs are made;
(b) in calculating total cost,
(i) the value of materials, other than in-
termediate materials, indirect materials
and packing materials and containers,
shall be the value determined in accord-
ance with section 7(1),
(ii) the value of intermediate materials
used in the production of the good or ma-
terial with respect to which total cost is
being calculated shall be calculated in
accordance with section 7(6),
(iii) the value of indirect materials and
the value of packing materials and con-
tainers shall be the costs that are re-
corded on the books of the producer for
those materials, and
(iv) product costs, period costs and other
costs, other than costs referred to in sub-
paragraphs (i) and (ii), shall be the costs
thereof that are recorded on the books of
the producer for those costs;
(c) total cost does not include profits that
are earned by the producer, regardless of
whether they are retained by the producer
or paid out to other persons as dividends,
or taxes paid on those profits, including
capital gains taxes;
(d) gains related to currency conversion
that are related to the production of the
good shall be deducted from total cost, and
losses related to currency conversion that
are related to the production of the good
shall be included in total cost;
(e) the value of materials with respect to
which production is accumulated under
section 14 shall be determined in accord-
ance with that section; and
(f) total cost includes the impact of infla-
tion as recorded on the books of the pro-
ducer, if recorded in accordance with the
Generally Accepted Accounting Principles
of the producer’s country.

ample,” is set out in this appendix, the ex-  (7) For purposes of calculating total cost
ample is for purposes of illustrating the ap- under sections 5(9) and 7(6) and sections
plication of a provision, and where there is  10(1)(a) (i) and (ii),

any inconsistency between the example and
the provision, the provision prevails to the
extent of the inconsistency.

REFERENCES TO DOMESTIC LAWS

(5) Except as otherwise provided, references
in this appendix to domestic laws of the
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(a) where the regional value content of the
good is calculated on the basis of the net
cost method and the producer has chosen
under section 6(15), 11 (1), (3) or (6), 12(5) or
13(4) to calculate the regional value con-
tent over a period, the total cost shall be
calculated over that period; and
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(b) in any other case, the producer may
choose that the total cost be calculated
over
(i) a month,
(ii) any consecutive three month or six
month period that falls within and is
evenly divisible into the number of
months of the producer’s fiscal year re-
maining at the beginning of that period,
or
(iii) the producer’s fiscal year.
(8) A choice made under subsection (7) may
not be rescinded or modified with respect to
the good or material, or the period, with re-
spect to which the choice is made.
(9) Where a producer chooses a one, three or
six month period under subsection (7) with
respect to a good or material, the producer
shall be considered to have chosen under
that subsection a period or periods of the
same duration for the remainder of the pro-
ducer’s fiscal year with respect to that good
or material.
(10) With respect to a good exported to a
NAFTA country, a choice to average is con-
sidered to have been made
(a) in the case of a choice referred to in
section 11 (1), (3) or (6) or 13(4), if the
choice is received by the customs adminis-
tration of that NAFTA country; and
(b) in the case of a choice referred to in
section 2(7), 6(15) or 12(1), if the customs
administration of that NAFTA country is
informed in writing during the course of a
verification of the origin of the good that
the choice has been made.

SECTION 3. CURRENCY CONVERSION

(1) Where the value of a good or a material
is expressed in a currency other than the
currency of the country in which the pro-
ducer of the good is located, that value shall
be converted to the currency of the country
in which that producer is located on the
basis of
(a) in the case of the sale of that good or
the purchase of that material, the rate of
exchange used by the producer for purposes
of recording that sale or purchase, as the
case may be; and
(b) in the case of a material that is ac-
quired by the producer other than by a pur-
chase,
(i) where the producer used a rate of ex-
change for purposes of recording another
transaction in that other currency that
occurred within 30 days of the date on
which the producer acquired the mate-
rial, that rate, and
(ii) in any other case,
(A) with respect to a producer located
in Canada, the rate of exchange re-
ferred to in section 5 of the Currency
Exchange for Customs Valuation Regula-
tions for the date on which the material
was shipped directly to the producer,

19 CFR Ch. | (4-1-14 Edition)

(B) with respect to a producer located
in Mexico, the rate of exchange pub-
lished by the Banco de Mezxico in the
Diario Oficial de la Federacion, under
the title “TIPO de cambio para solventar
obligaciones denominadas en moneda
extranjera pagaderas en la Republica
Mezxicana’, for the date on which the
material was shipped directly to the
producer, and
(C) with respect to a producer located
in the United States, the rate of ex-
change referred to in 31 U.S.C. 5151 for
the date on which the material was
shipped directly to the producer.
(2) Where a producer of a good has a state-
ment referred to in section 9, 10 or 14 that in-
cludes information in a currency other than
the currency of the country in which that
producer is located, the currency shall be
converted to the currency of the country in
which the producer is located on the basis of
(a) if the material was purchased by the
producer in the same currency as the cur-
rency in which the information in the
statement is provided, the rate of exchange
used by the producer for purposes of re-
cording the purchase;
(b) if the material was purchased by the
producer in a currency other than the cur-
rency in which the information in the
statement is provided,
(i) where the producer used a rate of ex-
change for purposes of recording a trans-
action in that other currency that oc-
curred within 30 days of the date on
which the producer acquired the mate-
rial, that rate, and
(ii) in any other case,
(A) with respect to a producer located
in Canada, the rate of exchange re-
ferred to in section 5 of the Currency
Exchange for Customs Valuation Regula-
tions for the date on which the material
was shipped directly to the producer,
(B) with respect to a producer located
in Mexico, the rate of exchange pub-
lished by the Banco de Mexico in the
Diario Oficial de la Federacion, under
the title “TIPO de cambio para solventar
obligaciones denominadas en moneda
extranjera pagaderas en la Republica
Mezxicana’, for the date on which the
material was shipped directly to the
producer, and
(C) with respect to a producer located
in the United States, the rate of ex-
change referred to in 31 U.S.C. 5151 for
the date on which the material was
shipped directly to the producer; and
(c) if the material was acquired by the pro-
ducer other than by a purchase,
(i) where the producer used a rate of ex-
change for purposes of recording a trans-
action in that other currency that oc-
curred within 30 days of the date on
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which the producer acquired the mate-

rial, that rate, and

(ii) in any other case,
(A) with respect to a producer located
in Canada, the rate of exchange re-
ferred to in section 5 of the Currency
Exchange for Customs Valuation Regula-
tions for the date on which the material
was shipped directly to the producer,
(B) with respect to a producer located
in Mexico, the rate of exchange pub-
lished by the Banco de Mexico in the
Diario Oficial de la Federacion, under
the title “TIPO de cambio para solventar
obligaciones denominadas en moneda
ertranjera pagaderas en la Republica
Mezxicana’, for the date on which the
material was shipped directly to the
producer, and
(C) with respect to a producer located
in the United States, the rate of ex-
change referred to in 31 U.S.C. 5151 for
the date on which the material was
shipped directly to the producer.

PART II
SECTION 4. ORIGINATING GOODS

IDENTIFICATION OF GOODS WHICH ARE ‘‘WHOLLY
OBTAINED OR PRODUCED”’

(1) A good originates in the territory of a

NAFTA country where the good is
(a) a mineral good extracted in the terri-
tory of one or more of the NAFTA coun-
tries;
(b) a vegetable or other good harvested in
the territory of one or more of the NAFTA
countries;
(c) a live animal born and raised in the ter-
ritory of one or more of the NAFTA coun-
tries;
(d) a good obtained from hunting, trapping
or fishing in the territory of one or more of
the NAFTA countries;
(e) fish, shellfish or other marine life taken
from the sea by a vessel registered or re-
corded with a NAFTA country and flying
its flag;
(f) a good produced on board a factory ship
from a good referred to in paragraph (e),
where the factory ship is registered or re-
corded with the same NAFTA country as
the vessel that took that good and flies
that country’s flag;
(g) a good taken by a NAFTA country or a
person of a NAFTA country from or be-
neath the seabed outside the territorial
waters of that country, where a NAFTA
country has the right to exploit that sea-
bed;
(h) a good taken from outer space, where
the good is obtained by a NAFTA country
or a person of a NAFTA country and is not
processed outside the territories of the
NAFTA countries;
(i) waste and scrap derived from

(i) production in the territory of one or

more of the NAFTA countries, or

(ii) used goods collected in the territory

of one or more of the NAFTA countries,

where those goods are fit only for the re-

covery of raw materials; or
(j) a good produced in the territory of one
or more of the NAFTA countries exclu-
sively from a good referred to in any of
paragraphs (a) through (i), or from the de-
rivatives of such a good, at any stage of
production.

GOODS MADE FROM NON-ORIGINATING MATE-
RIALS: CHANGE IN TARIFF CLASSIFICATION RE-
QUIREMENT; REGIONAL VALUE-CONTENT RE-
QUIREMENT

(2) A good originates in the territory of a

NAFTA country where
(a) each of the non-originating materials
used in the production of the good under-
goes the applicable change in tariff classi-
fication as a result of production that oc-
curs entirely in the territory of one or
more of the NAFTA countries, where the
applicable rule in Schedule I for the tariff
provision under which the good is classi-
fied specifies only a change in tariff classi-
fication, and the good satisfies all other
applicable requirements of this appendix;
(b) each of the non-originating materials
used in the production of the good under-
goes the applicable change in tariff classi-
fication as a result of production that oc-
curs entirely in the territory of one or
more of the NAFTA countries and the good
satisfies the applicable regional value-con-
tent requirement, where the applicable
rule in Schedule I for the tariff provision
under which the good is classified specifies
both a change in tariff classification and a
regional value-content requirement, and
the good satisfies all other applicable re-
quirements of this appendix; or
(c) the good satisfies the applicable re-
gional value-content requirement, where
the applicable rule in Schedule I for the
tariff provision under which the good is
classified specifies only a regional value-
content requirement, and the good satis-
fies all other applicable requirements of
this appendix.

GOODS MADE EXCLUSIVELY FROM ORIGINATING
MATERIALS

(3) A good originates in the territory of a
NAFTA country where the good is produced
entirely in the territory of one or more of
the NAFTA countries exclusively from origi-
nating materials.

EXCEPTIONS TO THE CHANGE IN TARIFF
CLASSIFICATION REQUIREMENT

(4) A good originates in the territory of a
NAFTA country where
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(a) except in the case of a good provided for
in any of Chapters 61 through 63,
(i) the good is produced entirely in the
territory of one or more of the NAFTA
countries,
(ii) one or more of the non-originating
materials used in the production of the
good do not undergo an applicable
change in tariff classification because
the materials were imported together,
whether or not with originating mate-
rials, into the territory of a NAFTA
country as an unassembled or disassem-
bled good, and were classified as an as-
sembled good pursuant to Rule 2(a) of the
General Rules for the Interpretation of
the Harmonized System,
(iii) the regional value content of the
good, calculated in accordance with sec-
tion 6, is not less than 60 percent where
the transaction value method is used, or
is not less than 50 percent where the net
cost method is used, and
(iv) the good satisfies all other applicable
requirements of this appendix, including
any applicable, higher regional value-
content requirement provided for in sec-
tion 13 or Schedule I; or
(b) except in the case of a good provided for
in any of Chapters 61 through 63,
(i) the good is produced entirely in the
territory of one or more of the NAFTA
countries,
(ii) one or more of the non-originating
materials used in the production of the
good do not undergo an applicable
change in tariff classification because
(A) those materials are provided for
under the Harmonized System as parts
of the good, and
(B) the heading for the good provides
for both the good and its parts and is
not further subdivided into sub-
headings, or the subheading for the
good provides for both the good and its
parts,
(iii) the non-originating materials that
do not undergo a change in tariff classi-
fication in the circumstances described
in subparagraph (ii) and the good are not
both classified as parts of goods under
the heading or subheading referred to in
subparagraph (ii)(B),
(iv) each of the non-originating mate-
rials that is used in the production of the
good and is not referred to in subpara-
graph (iii) wundergoes an applicable
change in tariff classification or satisfies
any other applicable requirement set out
in Schedule I,
(v) the regional value content of the
good, calculated in accordance with sec-
tion 6, is not less than 60 percent where
the transaction value method is used, or
is not less than 50 percent where the net
cost method is used, and
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(vi) the good satisfies all other applicable
requirements of this appendix, including
any applicable, higher regional value-
content requirement provided for in sec-
tion 13 or Schedule 1.

INTERPRETATION: HEADING OR SUBHEADING
WHICH PROVIDES FOR BOTH A GOOD AND
PARTS OF THE GOOD

(5) For purposes of subsection (4)(b),
(a) the determination of whether a heading
or subheading provides for a good and its
parts shall be made on the basis of the no-
menclature of the heading or subheading
and the relevant Section or Chapter Notes,
in accordance with the General Rules for
the Interpretation of the Harmonized Sys-
tem; and
(b) where, in accordance with the Har-
monized System, a heading includes parts
of goods by application of a Section Note
or Chapter Note of the Harmonized System
and the subheadings under that heading do
not include a subheading designated
“Parts’, a subheading designated ‘‘Other”
under that heading shall be considered to
cover only the goods and parts of the goods
that are themselves classified under that
subheading.
(6) For purposes of subsection (2), where
Schedule I sets out two or more alternative
rules for the tariff provision under which a
good is classified, if the good satisfies the re-
quirements of one of those rules, it need not
satisfy the requirements of another of the
rules in order to qualify as an originating
good.

SPECIAL RULE FOR CERTAIN GOODS

(7) A good originates in the territory of a
NAFTA country if the good is referred to in
Table 308.1.1 of Section B of Annex 308.1 to
Chapter Three of the Agreement and is im-
ported from the territory of a NAFTA coun-
try at a time when the NAFTA countries’
most-favored-nation rate of duty for that
good is in accordance with paragraph 1 of
Section A of that Annex.

SELF-PRODUCED MATERIAL MAY BE A MATERIAL
FOR DETERMINING APPLICABILITY OF RULES
OF ORIGIN

(8) For purposes of determining whether non-
originating materials undergo an applicable
change in tariff classification, a self-pro-
duced material may, at the choice of the pro-
ducer of a good into which the self-produced
material is incorporated, be considered as an
originating material or non-originating ma-
terial, as the case may be, used in the pro-
duction of that good.

(9) The following example is an ‘‘Example’’
as referred to in section 2(4).

Example: section 4(8), Self-produced Mate-
rials as Materials for Purposes of Deter-
mining Whether Non-originating Materials
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Undergo an Applicable Change in Tariff Clas-
sification

Producer A, located in a NAFTA country,
produces Good A. In the production process,
Producer A uses originating Material X and
non-originating Material Y to produce Mate-
rial Z. Material Z is a self-produced material
that will be used to produce Good A.

The rule set out in Schedule I for the head-
ing under which Good A is classified specifies
a change in tariff classification from any
other heading. In this case, both Good A and
the non-originating Material Y are of the
same heading. However, the self-produced
Material Z is of a heading different than that
of Good A.

For purposes of determining whether the
non-originating materials that are used in
the production of Good A undergo the appli-
cable change in tariff classification, Pro-
ducer A has the option to consider the self-
produced Material Z as the material that
must undergo a change in tariff classifica-
tion. As Material Z is of a heading different
than that of Good A, Material Z satisfies the
applicable change in tariff classification and
Good A would qualify as an originating good.

SECTION 5. DE MINIMIS

DE MINIMIS RULE FOR NON-ORIGINATING MATE-
RIALS THAT DO NOT UNDERGO SUBJECT TO AU-
THORIZATION, A REQUIRED TARIFF CHANGE

(1) Except as otherwise provided in sub-
section (4), a good shall be considered to
originate in the territory of a NAFTA coun-
try where the value of all non-originating
materials that are used in the production of
the good and that do not undergo an applica-
ble change in tariff classification as a result
of production occurring entirely in the terri-
tory of one or more of the NAFTA countries
is not more than seven percent
(a) of the transaction value of the good de-
termined in accordance with Schedule II
with respect to the transaction in which
the producer of the good sold the good, ad-
justed to an F.0O.B. basis, or
(b) of the total cost of the good, where
there is no transaction value for the good
under section 2(1) of Schedule III or the
transaction value of the good is unaccept-
able under section 2(2) of that Schedule,
provided that,
(c) if, under the rule in which the applica-
ble change in tariff classification is speci-
fied, the good is also subject to a regional
value-content requirement, the value of
those non-originating materials shall be
taken into account in calculating the re-
gional value content of the good in accord-
ance with the method set out for that
good, and
(d) the good satisfies all other applicable
requirements of this appendix.
(2) For purposes of subsection (1), where

Pt. 181, App.

(a) Schedule I sets out two or more alter-
native rules for the tariff provision under
which the good is classified, and
(b) the good, in accordance with subsection
(1), is considered to originate under one of
those rules,
the good is not required to satisfy the re-
quirements specified in any alternative rule
referred to in paragraph (a).
(3) For purposes of subsection (1), in the case
of a good that is provided for in heading 2402,
the percentage shall be nine percent instead
of seven percent.

EXCEPTIONS

(4) Subsections (1) and (2) do not apply to
(a) a non-originating material provided for
in Chapter 4 or tariff items 1901.90.31,
1901.90.41 and 1901.90.81 (dairy preparations
containing over 10 percent by weight of
milk solids) that is used in the production
of a good provided for in Chapter 4;
(b) a non-originating material provided for
in Chapter 4 or tariff items 1901.90.31,
1901.90.41 and 1901.90.81 (dairy preparations
containing over 10 percent by weight of
milk solids) that is used in the production
of a good provided for in any of tariff items
1901.10.10 (infant preparations containing
over 10 percent by weight of milk solids),
1901.20.10 (mixes and doughs, containing
over 25 percent by weight of butterfat, not
put up for retail sale), 1901.90.31, 1901.90.41
and 1901.90.81 (dairy preparations con-
taining over 10 percent by weight of milk
solids), heading 21056 and tariff items
2106.90.05, 2106.90.13, 2106.90.41, 2106.90.51 and
2106.90.61 (preparations containing over 10
percent by weight of milk solids), 2202.90.10
and 2202.90.20 (beverages containing milk)
and 2309.90.31 (animal feeds containing over
10 percent by weight of milk solids);
(c) a non-originating material provided for
in any of heading 0805 and subheadings
2009.11 through 2009.39 that is used in the
production of a good provided for in any of
subheadings 2009.11 through 2009.39 and tar-
iff items 2106.90.48 and 2106.90.52 (con-
centrated fruit or vegetable juice of any
single fruit or vegetable, fortified with
minerals or vitamins) and 2202.90.30,
2202.90.35 and 2202.90.36 (fruit or vegetable
juice of any single fruit or vegetable, for-
tified with minerals or vitamins);
(d) a non-originating material provided for
in Chapter 9 that is used in the production
of a good provided for in tariff item
2101.11.21 (instant coffee, not flavored);
(e) a non-originating material provided for
in Chapter 15 that is used in the production
of a good provided for in any of headings
1501 through 1508, 1512, 1514 and 1515;
(f) a non-originating material provided for
in heading 1701 that is used in the produc-
tion of a good provided for in any of head-
ings 1701 through 1703;
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(g) a non-originating material provided for
in Chapter 17 or heading 1805 that is used
in the production of a good provided for in
subheading 1806.10;

(h) a non-originating material provided for
in any of headings 2203 through 2208 that is
used in the production of a good provided
for in any of headings 2207 through 2208;

(i) a non-originating material that is used
in the production of a good provided for in
any of tariff item 7321.11.30 (gas stove or
range), subheadings 8415.10 through 8415.83,
8418.10 through 8418.21, 8418.29 through
8418.40, 8421.12, 8422.11, 8450.11 through
8450.20 and 8451.21 through 8451.29, and tar-
iff items 8479.89.55 (trash compactors) and
8516.60.40 (electric stove or range);

(j) a printed circuit assembly that is a non-
originating material used in the produc-
tion of a good, where the applicable change
in tariff classification for the good places
restrictions on the use of that non-origi-
nating material, such as by prohibiting, or
limiting the quantity of, that non-origi-
nating material;

(k) a non-originating material that is a
single juice ingredient provided for in
heading 2009 that is used in the production
of a good provided for in any of subheading
2009.90 and tariff items 2106.90.18 (con-
centrated mixtures of fruit or vegetable
juice, fortified with minerals or vitamins)
and 2202.90.37 (mixtures of fruit or vege-
table juices, fortified with minerals or vi-
tamins);

(1) a non-originating material that is used
in the production of a good provided for in
any of Chapters 1 through 27, unless the
non-originating material is of a different
subheading than the good for which origin
is being determined under this section; or
(m) a non-originating material that is used
in the production of a good provided for in
any of Chapters 50 through 63.

DE MINIMIS RULE FOR REGIONAL VALUE-
CONTENT REQUIREMENT

(5) A good that is subject to a regional value-
content requirement shall be considered to
originate in the territory of a NAFTA coun-
try and shall not be required to satisfy that
requirement where
(a) the value of all non-originating mate-
rials used in the production of the good is
not more than seven percent
(i) of the transaction value of the good
determined in accordance with Schedule
II with respect to the transaction in
which the producer of the good sold the
good, adjusted to an F.0O.B. basis, or
(ii) of the total cost of the good, where
there is no transaction value for the good
under section 2(1) of Schedule III or the
transaction value of the good is unac-
ceptable under section 2(2) of that Sched-
ule; and
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(b) the good satisfies all other applicable
requirements of this appendix.

DE MINIMIS RULE FOR TEXTILE GOODS

(6) A good provided for in any of Chapters 50
through 63, that does not originate in the
territory of a NAFTA country because cer-
tain fibers or yarns that are used in the pro-
duction of the component of the good that
determines the tariff classification of the
good do not undergo an applicable change in
tariff classification as a result of production
occurring entirely in the territory of one or
more of the NAFTA countries, shall be con-
sidered to originate in the territory of a
NAFTA country if
(a) the total weight of all those fibers or
yarns is not more than seven percent of the
total weight of that component; and
(b) the good satisfies all other applicable
requirements of this appendix.
(7) For purposes of subsection (6),
(a) the component of a good that deter-
mines the tariff classification of that good
shall be identified in accordance with the
first of the following General Rules for the
Interpretation of the Harmonized System
under which the identification can be de-
termined, namely, Rule 3(b), Rule 3(c) and
Rule 4; and
(b) where the component of the good that
determines the tariff classification of the
good is a blend of two or more yarns or fi-
bers, all yarns and fibers used in the pro-
duction of the component shall be taken
into account in determining the weight of
fibers and yarns in that component.
(8) For purposes of subsections (1) and (5),
the value of non-originating materials shall
be determined in accordance with sections
7(1) through (4).

CALCULATION OF ‘‘TOTAL COST’’ FOR DE
MINIMIS RULES: CHOICE OF METHODS

(9) For purposes of subsection (1)(b) and sub-
section (5)(a)(ii), the total cost of a good
shall be, at the choice of the producer of the
good,
(a) the total cost incurred with respect to
all goods produced by the producer that
can be reasonably allocated to that good in
accordance with Schedule VII; or
(b) the aggregate of each cost that forms
part of the total cost incurred with respect
to that good that can be reasonably allo-
cated to that good in accordance with
Schedule VII.

CALCULATION OF TOTAL COST; APPLICATION OF
SCHEDULES IX AND X FOR DETERMINING
VALUE OF NON-ORIGINATING MATERIALS

(10) Total cost under subsection (9) consists
of the costs referred to in section 2(6), and is
calculated in accordance with that sub-
section and section 2(7).
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(11) For purposes of determining the value
under subsection (1) of non-originating mate-
rials that do not undergo an applicable
change in tariff classification, where Sched-
ule X is not being used to determine the
value of those non-originating materials,
(a) if the value of those non-originating
materials is being determined as a percent-
age of the transaction value of the good
and the producer chooses under section
6(10) that one of the methods set out in
Schedule IX be used to determine the value
of those non-originating materials for pur-
poses of calculating the regional value con-
tent of the good, the value of those non-
originating materials shall be determined
in accordance with that method;
(b) if
(i) the value of those non-originating ma-
terials is being determined as a percent-
age of the total cost of the good,
(ii) under the rule in which the applica-
ble change in tariff classification is spec-
ified, the good is also subject to a re-
gional value-content requirement and
subsection (b)(a) does not apply with re-
spect to that good,
(iii) the regional value content of the
good is calculated on the basis of the net
cost method, and
(iv) the producer chooses under section
6(15), 11(1), (3) or (6), 12(1) or 13(4) that the
regional value content of the good be cal-
culated over a period,
the value of those non-originating mate-
rials shall be the sum of the values of non-
originating materials determined in ac-
cordance with that choice, divided by the
number of units of the goods with respect
to which the choice is made;
(c) if
(i) the value of those non-originating ma-
terials is being determined as a percent-
age of the total cost of the good,
(ii) under the rule in which the applica-
ble change in tariff classification is spec-
ified, the good is not also subject to a re-
gional value-content requirement or sub-
section (5)(a) applies with respect to that
good, and
(iii) the producer chooses under section
2(7)(b) that, for purposes of section 5(9),
the total cost of the good be calculated
over a period,
the value of those non-originating mate-
rials shall be the sum of the values of non-
originating materials divided by the num-
ber of units produced during that period;
and
(d) in any other case, the value of those
non-originating materials may, at the
choice of the producer, be determined in
accordance with one of the methods set out
in Schedule IX.
(12) For purposes of subsection (5), the value
of the non-originating materials used in the
production of the good may, at the choice of
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the producer, be determined in accordance
with one of the methods set out in Schedule
IX.

EXAMPLES ILLUSTRATING DE MINIMIS RULES

(13) Each of the following examples is an
‘“Example’’ as referred to in section 2(4).
Example 1: section 5(1)

Producer A, located in a NAFTA country,
uses originating materials and non-origi-
nating materials in the production of copper
anodes provided for in heading 7402. The rule
set out in Schedule I for heading 7402 speci-
fies a change in tariff classification from any
other chapter. There is no applicable re-
gional value-content requirement for this
heading. Therefore, in order for the copper
anode to qualify as an originating good
under the rule set out in Schedule I, Pro-
ducer A may not use in the production of the
copper anode any non-originating material
provided for in Chapter 74.

All of the materials used in the production
of the copper anode are originating mate-
rials, with the exception of a small amount
of copper scrap provided for in heading 7404,
that is in the same chapter as the copper
anode. Under section 5(1), if the value of the
non-originating copper scrap does not exceed
seven percent of the transaction value of the
copper anode or the total cost of the copper
anode, whichever is applicable, the copper
anode would be considered an originating
good.

Example 2: section 5(2)

Producer A, located in a NAFTA country,
uses originating materials and non-origi-
nating materials in the production of ceiling
fans provided for in subheading 8414.51. There
are two alternative rules set out in Schedule
I for subheading 8414.51, one of which speci-
fies a change in tariff classification from any
other heading. The other rule specifies both
a change in tariff classification from the
subheading under which parts of the ceiling
fans are classified and a regional value-con-
tent requirement. Therefore, in order for the
ceiling fan to qualify as an originating good
under the first of the alternative rules, all of
the materials that are classified under the
subheading for parts of ceiling fans and used
in the production of the completed ceiling
fan must be originating materials.

In this case, all of the non-originating ma-
terials used in the production of the ceiling
fan satisfy the change in tariff classification
set out in the rule that specifies a change in
tariff classification from any other heading,
with the exception of one non-originating
material that is classified under the sub-
heading for parts of ceiling fans. Under sec-
tion 5(1), if the value of the non-originating
material that does not satisfy the change in
tariff classification specified in the first rule
does not exceed seven percent of the trans-
action value of the ceiling fan or the total

427



Pt. 181, App.

cost of the ceiling fan, whichever is applica-
ble, the ceiling fan would be considered an
originating good. Therefore, under section
5(2), the ceiling fan would not be required to
satisfy the alternative rule that specifies
both a change in tariff classification and a
regional value-content requirement.

Ezxample 3: section 5(2)

Producer A, located in a NAFTA country,
uses originating materials and non-origi-
nating materials in the production of plastic
bags provided for in subheading 3923.29. The
rule set out in Schedule I for subheading
3923.29 specifies both a change in tariff clas-
sification from any other heading, except
from subheadings 3920.20 or 3920.71, under
which certain plastic materials are classi-
fied, and a regional value-content require-
ment. Therefore, with respect to that part of
the rule that specifies a change in tariff clas-
sification, in order for the plastic bag to
qualify as an originating good, any plastic
materials that are classified under sub-
heading 3920.20 or 3920.71 and that are used in
the production of the plastic bag must be
originating materials.

In this case, all of the non-originating ma-
terials used in the production of the plastic
bag satisfy the specified change in tariff
classification, with the exception of a small
amount of plastic materials classified under
subheading 3920.71. Section 5(1) provides that
the plastic bag can be considered an origi-
nating good if the value of the non-origi-
nating plastic materials that do not satisfy
the specified change in tariff classification
does not exceed seven percent of the trans-
action value of the plastic bag or the total
cost of the plastic bag, whichever is applica-
ble. In this case, the value of those non-origi-
nating materials that do not satisfy the
specified change in tariff classification does
not exceed the seven percent limit.

However, the rule set out in Schedule I for
subheading 3923.29 specifies both a change in
tariff classification and a regional value-con-
tent requirement. Therefore, under section
5(1)(c), in order to be considered an origi-
nating good, the plastic bag must also, ex-
cept as otherwise provided in section 5(5),
satisfy the regional value-content require-
ment specified in that rule. As provided in
section 5(1)(c), the value of the non-origi-
nating materials that do not satisfy the
specified change in tariff classification, to-
gether with the value of all other non-origi-
nating materials used in the production of
the plastic bag, will be taken into account in
calculating the regional value content of the
plastic bag.

Example 4: section 5(5)

Producer A, located in a NAFTA country,
primarily uses originating materials in the
production of shoes provided for in heading
6405. The rule set out in Schedule I for head-
ing 6405 specifies both a change in tariff clas-
sification from any subheading other than

19 CFR Ch. | (4-1-14 Edition)

subheadings 6401.10 through 6406.10 and a re-
gional value-content requirement.

With the exception of a small amount of
materials provided for in Chapter 39, all of
the materials used in the production of the
shoes are originating materials.

Under section 5(5), if the value of all of the
non-originating materials used in the pro-
duction of the shoes does not exceed seven
percent of the transaction value of the shoes
or the total cost of the shoes, whichever is
applicable, the shoes are not required to sat-
isfy the regional value-content requirement
specified in the rule set out in Schedule I in
order to be considered originating goods.
Example 5: section 5(5)

Producer A, located in a NAFTA country,
produces barbers’ chairs provided for in sub-
heading 9402.10. The rule set out in Schedule
I for goods provided for in heading 9402 speci-
fies a change in tariff classification from any
other chapter. All of the materials used in
the production of these chairs are origi-
nating materials, with the exception of a
small quantity of non-originating materials
that are classified as parts of barbers’ chairs.
These parts undergo no change in tariff clas-
sification because subheading 9402.10 pro-
vides for both barbers’ chairs and their parts.

Although Producer A’s barbers’ chairs do
not qualify as originating goods under the
rule set out in Schedule I, section 4(4)(b) pro-
vides, among other things, that, where there
is no change in tariff classification from the
non-originating materials to the goods be-
cause the subheading under which the goods
are classified provides for both the goods and
their parts, the goods shall qualify as origi-
nating goods if they satisfy a specified re-
gional value-content requirement.

However, under section 5(5), if the value of
the non-originating materials does not ex-
ceed seven percent of the transaction value
of the barbers’ chairs or the total cost of the
barbers’ chairs, whichever is applicable, the
barbers’ chairs will be considered originating
goods and are not required to satisfy the re-
gional value-content requirement set out in
section 4(4)(b)(v).

Example 6: sections 5 (6) and (7)

Producer A, located in a NAFTA country,
produces women’s dresses provided for in
subheading 6204.41 from fine wool fabric of
heading 5112. This fine wool fabric, also pro-
duced by Producer A, is the component of
the dress that determines its tariff classi-
fication under subheading 6204.41.

The rule set out in Schedule I for sub-
heading 6204.41, under which the dress is
classified, specifies both a change in tariff
classification from any other chapter, except
from those headings and chapters under
which certain yarns and fabrics, including
combed wool yarn and wool fabric, are classi-
fied, and a requirement that the good be cut
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and sewn or otherwise assembled in the ter-
ritory of one or more of the NAFTA coun-
tries.

Therefore, with respect to that part of the
rule that specifies a change in tariff classi-
fication, in order for the dress to qualify as
an originating good, the combed wool yarn
and the fine wool fabric made therefrom that
are used by Producer A in the production of
the dress must be originating materials.

At one point Producer A uses a small quan-
tity of non-originating combed wool yarn in
the production of the fine wool fabric. Under
section 5(6), if the total weight of the non-
originating combed wool yarn does not ex-
ceed seven percent of the total weight of all
the yarn used in the production of the com-
ponent of the dress that determines its tariff

RVC=

where

RVC is the regional value content of the
good, expressed as a percentage;

TV is the transaction value of the good, de-
termined in accordance with Schedule II
with respect to the transaction in which
the producer of the good sold the good,
adjusted to an F.O.B. basis; and

RVC=

where

RVC is the regional value content of the
good, expressed as a percentage;

NC is the net cost of the good, calculated
in accordance with subsection (11); and

VNM is the value of non-originating mate-
rials used by the producer in the produc-
tion of the good, determined, except as
otherwise provided in sections 9 and 10,
in accordance with section 7.

VNM DOES NOT INCLUDE VALUE OF NON-ORIGI-
NATING MATERIALS USED IN ORIGINATING MA-
TERIAL

(4) Except as otherwise provided in section 9
and section 10(1)(d), for purposes of calcu-
lating the regional value content of a good
under subsection (2) or (3), the value of non-
originating materials used by a producer in
the production of the good shall not include

(a) the value of any non-originating mate-

rials used by another producer in the pro-

TV-VNM y
TV

NC-VNM y
NC
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classification, that is, the wool fabric, the
dress would be considered an originating
good.

PART IIT
SECTION 6. REGIONAL VALUE CONTENT

(1) Except as otherwise provided in sub-
section (6), the regional value content of a
good shall be calculated, at the choice of the
exporter or producer of the good, on the
basis of either the transaction value method
or the net cost method.

TRANSACTION VALUE METHOD

(2) The transaction value method for calcu-
lating the regional value content of a good is
as follows:

100

VNM is the value of non-originating mate-
rials used by the producer in the produc-
tion of the good, determined in accord-
ance with section 7.

NET COST METHOD

(3) The net cost method for calculating the
regional value content of a good is as fol-
lows:

100

duction of originating materials that are
subsequently acquired and used by the pro-
ducer of the good in the production of that
good; or
(b) the value of any non-originating mate-
rials used by the producer in the produc-
tion of a self-produced material that is an
originating material and is designated as
an intermediate material.

(5) For purposes of subsection (4),
(a) in the case of any self-produced mate-
rial that is not designated as an inter-
mediate material, only the value of any
non-originating materials used in the pro-
duction of the self-produced material shall
be included in the value of non-originating
materials used in the production of the
good; and
(b) where a self-produced material that is
designated as an intermediate material
and is an originating material is used by
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the producer of the good with non-origi-
nating materials (whether or not those
non-originating materials are produced by
that producer) in the production of the
good, the value of those non-originating
materials shall be included in the value of
non-originating materials.

NET COST METHOD REQUIRED IN CERTAIN
CIRCUMSTANCES

(6) The regional value content of a good shall
be calculated only on the basis of the net
cost method where
(a) there is no transaction value for the
good under section 2(1) of Schedule III;
(b) the transaction value of the good is un-
acceptable under section 2(2) of Schedule
II1;
(c) the good is sold by the producer to a re-
lated person and the volume, by units of
quantity, of sales by that producer of iden-
tical goods or similar goods, or any com-
bination thereof, to related persons during
the six month period immediately pre-
ceding the month in which the goods are
sold exceeds 85 percent of the producer’s
total sales to all persons, whether or not
related and regardless of location, after
‘““the producer’s total sales’of identical
goods or similar goods, or any combination
thereof, during that period;
(d) the good is
(i) a motor vehicle provided for in any of
headings 8701 and 8702, subheadings
8703.21 through 8703.90 and headings 8704,
8705 and 8706,
(ii) a good provided for in a tariff provi-
sion listed in Schedule IV or an auto-
motive component assembly, automotive
component, sub-component or listed ma-
terial, and is for use in a motor vehicle
referred to in subparagraph (i), either as
original equipment or as an after-market
part,
(iii) a good provided for in any of sub-
headings 6401.10 through 6406.10, or
(iv) a good provided for in subheading
8469.11;
(e) the exporter or producer chooses to ac-
cumulate with respect to the good in ac-
cordance with section 14; or
(f) the good is an intermediate material
and is subject to a regional value-content
requirement.

OPTION TO CHANGE FROM TVM TO NCM FOR
CALCULATION OF REGIONAL VALUE CONTENT

(7) If the exporter or producer of a good cal-
culates the regional value content of the
good on the basis of the transaction value
method and the customs administration of a
NAFTA country subsequently notifies that
exporter or producer in writing, during the
course of a verification of origin, that

(a) the transaction value of the good, as de-

termined by the exporter or producer, is
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required to be adjusted under section 4 of
Schedule II or is unacceptable under sec-
tion 2(2) of Schedule III, there is no trans-
action value for the good under section 2(1)
of Schedule III or the transaction value
method may not be used because of the ap-
plication of subsection (6)(c), or
(b) the value of any material used in the
production of the good, as determined by
the exporter or producer, is required to be
adjusted under section 5 of Schedule VIII
or is unacceptable under section 2(3) of
Schedule VIII, or there is no transaction
value for the material under section 2(2) of
Schedule VIII or the transaction value
method may not be used to calculate the
regional value content of the material be-
cause of the application of subsection
(6)(c),
the exporter or producer may choose that
the regional value content of the good be cal-
culated on the basis of the net cost method,
in which case the calculation must be made
within 60 days after the producer receives
the notification, or such longer period as
that customs administration specifies.

CHANGE FROM NCM TO TVM NOT PERMITTED

(8) If the exporter or producer of a good
chooses that the regional value content of
the good be calculated on the basis of the net
cost method and the customs administration
of a NAFTA country subsequently notifies
that exporter or producer in writing, during
the course of a verification of origin, that
the good does not satisfy the applicable re-
gional value-content requirement, the ex-
porter or producer of the good may not recal-
culate the regional value content on the
basis of the transaction value method.
(9) Nothing in subsection (7) shall be con-
strued as preventing any review and appeal
under Article 510 of the Agreement, as imple-
mented in each NAFTA country, of an ad-
justment to or a rejection of

(a) the transaction value of the good; or

(b) the value of any material used in the

production of the good.

APPLICATION OF SCHEDULE IX FOR DETER-
MINING VALUE OF ‘IDENTICAL’’ NON-ORIGI-
NATING MATERIALS UNDER TVM

(10) For purposes of the transaction value
method, where non-originating materials
that are the same as one another in all re-
spects, including physical characteristics,
quality and reputation but excluding minor
differences in appearance, are used in the
production of a good, the value of those non-
originating materials may, at the choice of
the producer of the good, be determined in
accordance with one of the methods set out
in Schedule IX.
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OPTIONS FOR CALCULATING THE NET COST OF A
GOOD

(11) For purposes of subsection (3), the net

cost of a good may be calculated, at the

choice of the producer of the good, by
(a) calculating the total cost incurred with
respect to all goods produced by that pro-
ducer, subtracting any excluded costs that
are included in that total cost, and reason-
ably allocating, in accordance with Sched-
ule VII, the remainder to the good;
(b) calculating the total cost incurred with
respect to all goods produced by that pro-
ducer, reasonably allocating, in accordance
with Schedule VII, that total cost to the
good, and subtracting any excluded costs
that are included in the amount allocated
to that good; or
(c) reasonably allocating, in accordance
with Schedule VII, each cost that forms
part of the total cost incurred with respect
to the good so that the aggregate of those
costs does not include any excluded costs.

CALCULATION OF TOTAL COST

(12) Total cost under subsection (11) consists
of the costs referred to in section 2(6), and is
calculated in accordance with that sub-
section.

CALCULATION OF NET COST; EXCLUDED COSTS

(13) For purposes of calculating net cost
under subsection (11),
(a) excluded costs shall be the excluded
costs that are recorded on the books of the
producer of the good;
(b) excluded costs that are included in the
value of a material that is used in the pro-
duction of the good shall not be subtracted
from or otherwise excluded from the total
cost; and
(c) excluded costs do not include any
amount paid for research and development
services performed in the territory of a
NAFTA country.

NON-ALLOWABLE INTEREST; DETERMINATION
UNDER SCHEDULE XI

(14) For purposes of calculating non-allow-
able interest costs, the determination of
whether interest costs incurred by a pro-
ducer are more than 700 basis points above
the yield on debt obligations of comparable
maturities issued by the federal government
of the country in which the producer is lo-
cated shall be made in accordance with
Schedule XI.

USE OF ‘“‘AVERAGING’> OVER A PERIOD TO CAL-
CULATE RVC UNDER NCM; PERIOD CANNOT BE
CHANGED

(15) For purposes of the net cost method, the
regional value content of the good, other
than a good with respect to which a choice
to average may be made under section 11(1),
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(3) or (6), 12(1) or 13(4), may be calculated,
where the producer chooses to do so, by
(a) calculating the sum of the net costs in-
curred and the sum of the values of non-
originating materials used by the producer
of the good with respect to the good and
identical goods or similar goods, or any
combination thereof, produced in a single
plant by the producer over
(i) a month,
(ii) any consecutive three month or six
month period that falls within and is
evenly divisible into the number of
months of the producer’s fiscal year re-
maining at the beginning of that period,
or
(iii) the producer’s fiscal year; and
(b) using the sums referred to in paragraph
(a) as the net cost and the value of non-
originating materials, respectively.
(16) The calculation made under subsection
(15) shall apply with respect to all units of
the good produced during the period chosen
by the producer under subsection (15)(a).
(17) A choice made under subsection (15) may
not be rescinded or modified with respect to
the goods or the period with respect to which
the choice is made.

CHOICE OF AVERAGING PERIOD CANNOT BE
CHANGED FOR REMAINDER OF FISCAL YEAR

(18) Where a producer chooses a one, three or
six month period under subsection (156) with
respect to goods, the producer shall be con-
sidered to have chosen under that subsection
a period or periods of the same duration for
the remainder of the producer’s fiscal year
with respect to those goods.

CHOICE OF NET COST METHOD CANNOT BE
CHANGED FOR REMAINDER OF THE FISCAL YEAR

(19) Where the net cost method is required to
be used or has been chosen and a choice has
been made under subsection (15), the regional
value content of the good shall be calculated
on the basis of the net cost method over the
period chosen under that subsection and for
the remainder of the producer’s fiscal year.

OBLIGATION TO PERFORM SELF-ANALYSIS AND
GIVE NOTIFICATION OF CHANGED CIR-
CUMSTANCE IF RVC CALCULATED ON BASIS OF
ESTIMATED COSTS

(20) Except as otherwise provided in sections
11(10), 12(11) and 13(10), where the producer of
a good has calculated the regional value con-
tent of the good under the net cost method
on the basis of estimated costs, including
standard costs, budgeted forecasts or other
similar estimating procedures, before or dur-
ing the period chosen in subsection (15)(a),
the producer shall conduct an analysis at the
end of the producer’s fiscal year of the actual
costs incurred over the period with respect
to the production of the good and, if the good
does not satisfy the regional value-content
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requirement on the basis of the actual costs
during that period, immediately inform any
person to whom the producer has provided a
Certificate of Origin for the good, or a writ-
ten statement that the good is an origi-
nating good, that the good is a non-origi-
nating good.

OPTION TO TREAT ANY MATERIAL AS NON-
ORIGINATING

(21) For purposes of calculating the regional
value content of a good, the producer of that
good may choose to treat any material used
in the production of that good as a non-origi-
nating material.

EXAMPLES OF CALCULATION OF RVC UNDER
TVM AND NCM

(22) Each of the following examples is an
‘“Example’ as referred to in section 2(4).
Example 1: example of point of direct ship-
ment (with respect to adjusted to an F.O.B.
basis)

A producer has only one factory, at which
the producer manufactures finished office
chairs. Because the factory is located close
to transportation facilities, all units of the
finished good are stored in a factory ware-
house 200 meters from the end of the produc-
tion line. Goods are shipped worldwide from
this warehouse. The point of direct shipment
is the warehouse.

Example 2: examples of point of direct ship-
ment (with respect to adjusted to an F.O.B.
basis)

A producer has six factories, all located
within the territory of one of the NAFTA
countries, at which the producer produces
garden tools of various types. These tools are
shipped worldwide, and orders usually con-
sist of bulk orders of various types of tools.
Because different tools are manufactured at
different factories, the producer decided to
consolidate storage and shipping facilities
and ships all finished products to a large
warehouse located near the seaport, from
which all orders are shipped. The distance
from the factories to the warehouse varies
from 3 km to 130 km. The point of direct
shipment for each of the goods is the ware-
house.
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Example 3: examples of point of direct ship-
ment (with respect to adjusted to an F.O.B.
basis)

A producer has only one factory, located
near the center of one of the NAFTA coun-
tries, at which the producer manufactures
finished office chairs. The office chairs are
shipped from that factory to three ware-
houses leased by the producer, one on the
west coast, one near the factory and one on
the east coast. The office chairs are shipped
to buyers from these warehouses, the ship-
ping location depending on the shipping dis-
tance from the buyer. Buyers closest to the
west coast warehouse are normally supplied
by the west coast warehouse, buyers closest
to the east coast are normally supplied by
the warehouse located on the east coast and
buyers closest to the warehouse near the fac-
tory are normally supplied by that ware-
house. In this case, the point of direct ship-
ment is the location of the warehouse from
which the office chairs are normally shipped
to customers in the location in which the
buyer is located.

Example 4: section 6(3), net cost method

A producer located in NAFTA country A
sells Good A that is subject to a regional
value-content requirement to a buyer lo-
cated in NAFTA country B. The producer of
Good A chooses that the regional value con-
tent of that good be calculated using the net
cost method. All applicable requirements of
this appendix, other than the regional value-
content requirement, have been met. The ap-
plicable regional value-content requirement
is 50 percent.

In order to calculate the regional value-
content of Good A, the producer first cal-
culates the net cost of Good A. Under section
6(11)(a), the net cost is the total cost of Good
A (the aggregate of the product costs, period
costs and other costs) per unit, minus the ex-
cluded costs (the aggregate of the sales pro-
motion, marketing and after-sales service
costs, royalties, shipping and packing costs
and non-allowable interest costs) per unit.
The producer uses the following figures to
calculate the net cost:

Product costs:

Other product costs .
Period costs ....... .

Other costs ........

Total cost of Good A, per unit

Excluded costs:

Royalties .

Total excluded costs ............

Value of originating materials ..... $30.00
Value of non-originating materials 40.00
20.00

10.00

0.00

$100.00

Sales promotion, marketing and after-sales service cost .. $5.00
. . . 2.50

Shipping and packing costs ........ 3.00
Non-allowable interest costs ....... 1.50
$12.00
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The net cost is the total cost of Good A,

per unit, minus the excluded costs.

Total cost of Good A, per unit: $100.00

Excluded costs .. —12.00

Net cost of Good A, per unit $88.00

The value for net cost ($88) and the value
of non-originating materials ($40) are needed
in order to calculate the regional value con-

RVC=

NC-VNM
NC

tent. The producer calculates the regional
value content of Good A under the net cost
method in the following manner:

x100

88 40

88
=54.5%

Therefore, under the net cost method,
Good A qualifies as an originating good, with
a regional value-content of 54.5 percent.
Example 5: section 6(6)(c), net cost method re-
quired for certain sales to related persons

On January 15, 1994, a producer located in
NAFTA country A sells 1,000 units of Good A
to a related person, located in NAFTA coun-
try B. During the six month period beginning
on July 1, 1993 and ending on December 31,
1993, the producer sold 90,000 units of iden-
tical goods and similar goods to related per-
sons from various countries, including that
buyer. The producer’s total sales of those
identical goods and similar goods to all per-
sons from all countries during that six
month period were 100,000 units.

The total quantity of identical goods and
similar goods sold by the producer to related

—x100

persons during that six month period was 90
percent of the producer’s total sales of those
identical goods and similar goods to all per-
sons. Under section 6(6)(c), the producer
must use the net cost method to calculate
the regional value content of Good A sold in
January 1994, because the 85 percent limit
was exceeded.

Example 6: section 6(11)(a)

A producer in a NAFTA country produces
Good A and Good B during the producer’s fis-
cal year.

The producer uses the following figures,
which are recorded on the producer’s books
and represent all of the costs incurred with
respect to both Good A and Good B, to cal-
culate the net cost of those goods:

Product costs:
Value of originating materials .....

$2,000

Value of non-originating materials

1,000

Other product costs .

2,400

Period costs: (including $1,200 in excluded costs) .......
Other costs ........

3,200
400

Total cost of Good A and Good B ............

$9,000

The net cost is the total cost of Good A and Good B minus the excluded costs mcurred with respect to those

goods.
Total cost of Good A and Good B ............

Excluded costs ..

$9,000
—-1,200

Net cost of Good A and Good B

$7,800

The net cost must then be reasonably allo-
cated, in accordance with Schedule VII, to
Good A and Good B.

Ezxample 7: section 6(11)(b)
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A producer located in a NAFTA country
produces Good A and Good B during the pro-
ducer’s fiscal year. In order to calculate the
regional value content of Good A and Good
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B, the producer uses the following figures
that are recorded on the producer’s books
and incurred with respect to those goods:

Product costs:

Other costs

Value of originating materials ..... $2,000

Value of non-originating materials 1,000

Other product costs . 2,400

Period costs: (including $1,200 in excluded costs) ....... 3,200
400

............ $9,000

Total cost of Good A and Good B

Under section 6(11)(b), the total cost of
Good A and Good B is then reasonably allo-
cated, in accordance with Schedule VII, to

those goods. The costs are allocated in the
following manner:

Allocated to Allocated to
Good A Good B
Total cost ($9,000 for both Good A and GOOd B) ......cccerererueererieirenerirerieeee e seseseeeneeenas $5,220 $3,780

The excluded costs ($1,200) that are in-
cluded in total cost allocated to Good A and

Good B, in accordance with Schedule VII, are
subtracted from that amount.

Excluded Excluded
Cost Allo- Cost Allo-
cated to cated to
Good A Good B
Total excluded costs:
Sales promotion, marketing and after-sale service costs 500 290 210
Royalties 200 116 84
Shipping and packing costs ........ 500 290 210
Net cost (total cost minus excluded COSES) ........ccoviiriiiniiiininiiciceiee e $4,524 $3,276

The net cost of Good A is thus $4,524, and
the net cost of Good B is $3,276.
Ezxample 8: section 6(11)(c)

A Producer located in a NAFTA country
produces Good C and Good D. The following
costs are recorded on the producer’s books

for the months of January, February and
March, and each cost that forms part of the
total cost are reasonably allocated, in ac-
cordance with Schedule VII, to Good C and
Good D.

Total cost:

Allocated to | Allocated to

%‘i;’odd%a(?nd Good C (in | Good D (in

thousands thousands thousands

of dollars) of dollars) of dollars)

Product costs:

Value of originating materials .... 100 0 100
Value of non-originating materials 900 800 100
Other product costs 500 300 200
Period costs (including $420 in excluded costs) 5,679 3,036 2,643
Minus Excluded Costs ......... 420 300 120
Other costs ........ 0 0 0
Total cost (aggregate of product costs, period costs and other costs) ..............ccccecee. 6,759 3,836 2,923

Example 9: section 6(12)

Producer A, located in a NAFTA country,
produces Good A that is subject to a regional
value-content requirement. The producer

chooses that the regional value content of
that good be calculated using the net cost
method. Producer A buys Material X from
Producer B, located in a NAFTA country.
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Material X is a non-originating material and
is used in the production of Good A. Pro-
ducer A provides Producer B, at no charge,
with tools to be used in the production of
Material X. The cost of the tools that is re-
corded on the books of Producer A has been
expensed in the current year. Pursuant to
section 5(1)(b)(ii) of Schedule VIII, the value
of the tools is included in the value of Mate-
rial X. Therefore, the cost of the tools that
is recorded on the books of Producer A and
that has been expensed in the current year
cannot be included as a separate cost in the
net cost of Good A because it has already
been included in the value of Material X.
Example 10: section 6(12)

Producer A, located in a NAFTA country,
produces Good A that is subject to a regional
value-content requirement. The producer
chooses that the regional value content of
that good be calculated using the net cost
method and averages the calculation over
the producer’s fiscal year under section 6(15).
Producer A determines that during that fis-
cal year Producer A incurred a gain on for-
eign currency conversion of $10,000 and a loss
on foreign currency conversion of $8,000, re-
sulting in a net gain of $2,000. Producer A
also determines that $7,000 of the gain on for-
eign currency conversion and $6,000 of the
loss on foreign currency conversion is re-
lated to the purchase of non-originating ma-
terials used in the production of Good A, and
$3,000 of the gain on foreign currency conver-
sion and $2,000 of the loss on foreign currency
conversion is not related to the production
of Good A. The producer determines that the
total cost of Good A is $45,000 before deduct-
ing the $1,000 net gain on foreign currency
conversion related to the production of Good
A. The total cost of Good A is therefore
$44,000. That $1,000 net gain is not included in
the value of non-originating materials under
section 7(1).

Example 11: section 6(12)

Given the same facts as in example 10, ex-
cept that Producer A determines that $6,000
of the gain on foreign currency conversion
and $7,000 of the loss on foreign currency
conversion is related to the purchase of non-
originating materials used in the production
of Good A. The total cost of Good A is
$45,000, which includes the $1,000 net loss on
foreign currency conversion related to the
production of Good A. That $1,000 net loss is
not included in the value of non-originating
materials under section 7(1).

PART IV
SECTION 7. MATERIALS

VALUATION OF MATERIALS USED IN THE PRO-
DUCTION OF A GOOD OTHER THAN CERTAIN
AUTOMOTIVE GOODS

(1) Except as otherwise provided for non-
originating materials used in the production
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of a good referred to in section 9(1) or 10(1),
and except in the case of indirect materials,
intermediate materials and packing mate-
rials and containers, for purposes of calcu-
lating the regional value content of a good
and for purposes of sections 5(1) and (5), the
value of a material that is used in the pro-
duction of the good shall be
(a) except as otherwise provided in sub-
section (2), where the material is imported
by the producer of the good into the terri-
tory of the NAFTA country in which the
good is produced, the customs value of the
material with respect to that importation,
or
(b) where the material is acquired by the
producer of the good from another person
located in the territory of the NAFTA
country in which the good is produced
(i) the transaction value, determined in
accordance with section 2(1) of Schedule
VIII, with respect to the transaction in
which the producer acquired the mate-
rial, or
(ii) the value determined in accordance
with sections 6 through 11 of Schedule
VIII, where, with respect to the trans-
action in which the producer acquired
the material, there is no transaction
value under section 2(2) of that Schedule
or the transaction value is unacceptable
under section 2(3) of that Schedule,
and shall include the following costs if they
are not included under paragraph (a) or (b):
(c) the costs of freight, insurance and pack-
ing and all other costs incurred in trans-
porting the material to the location of the
producer,
(d) duties and taxes paid or payable with
respect to the material in the territory of
one or more of the NAFTA countries, other
than duties and taxes that are waived, re-
funded, refundable or otherwise recover-
able, including credit against duty or tax
paid or payable,
(e) customs brokerage fees, including the
cost of in-house customs brokerage serv-
ices, incurred with respect to the material
in the territory of one or more of the
NAFTA countries, and
(f) the cost of waste and spoilage resulting
from the use of the material in the produc-
tion of the good, minus the value of any re-
usable scrap or by-product.

VALUATION OF MATERIAL IF CUSTOMS VALUE IS
NOT IN ACCORDANCE WITH SCHEDULE VIII

(2) For purposes of subsection (1)(a), where
the customs value of the material referred to
in that paragraph was not determined in a
manner consistent with Schedule VIII, the
value of the material shall be determined in
accordance with Schedule VIII with respect
to the importation of that material and,
where the costs referred to in subsections
(1)(c) through (f) are not included in that
value, those costs be added to that value.
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COSTS RECORDED ON BOOKS

(3) For purposes of subsection (1), the costs
referred to in subsections (1)(c) through (f)
shall be the costs referred to in those para-
graphs that are recorded on the books of the
producer of the good.

DESIGNATION OF SELF-PRODUCED MATERIAL AS
AN INTERMEDIATE MATERIAL; LIMITATION ON
DESIGNATIONS; DESIGNATION IS OPTIONAL

(4) Except for purposes of determining the
value of non-originating materials used in
the production of a light-duty automotive
good and except in the case of an automotive
component assembly, automotive component
or sub-component for use as original equip-
ment in the production of a heavy-duty vehi-
cle, for purposes of calculating the regional
value content of a good the producer of the
good may designate as an intermediate ma-
terial any self-produced material that is used
in the production of the good, provided that
where an intermediate material is subject to
a regional value-content requirement, no
other self-produced material that is subject
to a regional value-content requirement and
is incorporated into that intermediate mate-
rial is also designated by the producer as an
intermediate material.
(5) For purposes of subsection (4),
(a) in order to qualify as an originating
material, a self-produced material that is
designated as an intermediate material
must qualify as an originating material
under these Regulations;
(b) the designation of a self-produced mate-
rial as an intermediate material shall be
made solely at the choice of the producer
of that self-produced material; and
(c) except as otherwise provided in section
14(4), the proviso set out in subsection (4)
does not apply with respect to an inter-
mediate material used by another producer
in the production of a material that is sub-
sequently acquired and used in the produc-
tion of a good by the producer referred to
in subsection (4).

VALUATION OF AN INTERMEDIATE MATERIAL

(6) The value of an intermediate material
shall be, at the choice of the producer of the
good,
(a) the total cost incurred with respect to
all goods produced by the producer that
can be reasonably allocated to that inter-
mediate material in accordance with
Schedule VII; or
(b) the aggregate of each cost that forms
part of the total cost incurred with respect
to that intermediate material that can be
reasonably allocated to that intermediate
material in accordance with Schedule VII.

CALCULATION OF TOTAL COST

(7) Total cost under subsection (6) consists of
the costs referred to in section 2(6), and is
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calculated in accordance with that section
and section 2(7).

RESCISSION OF A DESIGNATION DURING COURSE
OF VERIFICATION; OPTION TO DESIGNATE AN-
OTHER INTERMEDIATE MATERIAL

(8) Where a producer of a good designates a
self-produced material as an intermediate
material under subsection (4) and the cus-
toms administration of a NAFTA country
into which the good is imported determines
during a verification of origin of the good
that the intermediate material is a non-orig-
inating material and notifies the producer of
this in writing before the written determina-
tion of whether the good qualifies as an orig-
inating good, the producer may rescind the
designation, and the regional value content
of the good shall be calculated as though the
self-produced material were not so des-
ignated.
(9) A producer of a good who rescinds a des-
ignation under subsection (8)
(a) shall retain any rights of review and ap-
peal under Article 510 of the Agreement, as
implemented in each NAFTA country, with
respect to the determination of the origin
of the intermediate material as though the
producer did not rescind the designation;
and
(b) may, not later than 30 days after the
customs administration referred to in sub-
section (8) notifies the producer in writing
that the self-produced material referred to
in paragraph (a) is a non-originating mate-
rial, designate as an intermediate material
another self-produced material that is in-
corporated into the good, subject to the
proviso set out in subsection (4).
(10) Where a producer of a good designates
another self-produced material as an inter-
mediate material under subsection (9)(b) and
the customs administration referred to in
subsection (8) determines during the
verification of origin of the good that that
self-produced material is a non-originating
material,
(a) the producer may rescind the designa-
tion, and the regional value content of the
good shall be calculated as though the self-
produced material were not so designated;
(b) the producer shall retain any rights of
review and appeal under Article 510 of the
Agreement, as implemented in each
NAFTA country, with respect to the deter-
mination of the origin of the intermediate
material as though the producer did not re-
scind the designation; and
(c) the producer may not designate another
self-produced material that is incorporated
into the good as an intermediate material.
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INDIRECT MATERIALS; DEEMED ORIGINATING;
VALUE AS RECORDED ON BOOKS OF PRODUCER

(11) For purposes of determining whether a
good is an originating good, an indirect ma-
terial that is used in the production of the
good
(a) shall be considered to be an originating
material, regardless of where that indirect
material is produced; and
(b) if the good is subject to a regional
value-content requirement, for purposes of
calculating the net cost under the net cost
method, the value of the indirect material
shall be the costs of that material that are
recorded on the books of the producer of
the good.

PACKAGING MATERIALS AND CONTAINERS; ORI-
GIN DISREGARDED FOR TARIFF CHANGE
RULES

(12) Packaging materials and containers, if
classified under the Harmonized System with
the good that is packaged therein, shall be
disregarded for purposes of
(a) determining whether all of the non-
originating materials used in the produc-
tion of the good undergo an applicable
change in tariff classification; and
(b) determining under section 5(1) the
value of non-originating materials that do
not undergo an applicable change in tariff
classification.

ACTUAL ORIGINATING STATUS CONSIDERED FOR
RVC REQUIREMENT; VALUATION OF PACKAGING

(13) Where packaging materials and con-
tainers are classified under the Harmonized
System with the good that is packaged
therein and that good is subject to a regional
value-content requirement, the value of
those packaging materials and containers
shall be taken into account as originating
materials or non-originating materials, as
the case may be, for purposes of calculating
the regional value content of the good.

(14) For purposes of subsection (13), where
packaging materials and containers are self-
produced materials, the producer may choose
to designate those materials as intermediate
materials under subsection (4).

PACKING MATERIALS AND CONTAINERS; DIS-
REGARDED FOR TARIFF CHANGE RULE AND
FOR RVC REQUIREMENT; VALUE AS RECORDED
ON BOOKS

(156) For purposes of determining whether a
good is an originating good, packing mate-
rials and containers in which the good is
packed
(a) shall be disregarded for purposes of de-
termining whether
(i) the non-originating materials used in
the production of the good undergo an
applicable change in tariff classification,
and
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(ii) the good satisfies a regional value-
content requirement; and
(b) if the good is subject to a regional
value-content requirement, the value of
the packing materials and containers shall
be the costs thereof that are recorded on
the books of the producer of the good.

FUNGIBLE MATERIALS; FUNGIBLE COMMINGLED
GOODS; INVENTORY MANAGEMENT METHODS
FOR DETERMINING WHETHER ORIGINATING

(16) Subject to subsection (16.1), for purposes
of determining whether a good is an origi-
nating good,
(a) where originating materials and non-
originating materials that are fungible
materials
(i) are withdrawn from an inventory in
one location and used in the production
of the good, or
(ii) are withdrawn from inventories in
more than one location in the territory
of one or more of the NAFTA countries
and used in the production of the good at
the same production facility,
the determination of whether the mate-
rials are originating materials may be
made on the basis of any of the applicable
inventory management methods set out in
Schedule X; and
(b) where originating goods and non-origi-
nating goods that are fungible goods are
physically combined or mixed in inventory
and prior to exportation do not undergo
production or any other operation in the
territory of the NAFTA country in which
they were physically combined or mixed in
inventory, other than unloading, reloading
or any other operation necessary to pre-
serve the goods in good condition or to
transport the goods for exportation to the
territory of another NAFTA country, the
determination of whether the good is an
originating good may be made on the basis
of any of the applicable inventory manage-
ment methods set out in Schedule X.
(16.1) Where fungible materials referred to in
subsection (16)(a) and fungible goods referred
to in subsection (16)(b) are withdrawn from
the same inventory, the inventory manage-
ment method used for the materials must be
the same as the inventory management
method used for goods, and where the aver-
aging method is used, the respective aver-
aging periods for fungible materials and fun-
gible goods are to be used.
(16.2) A choice of inventory management
methods under subsection (16) shall be con-
sidered to have been made when the customs
administration of the NAFTA country into
which the good is imported is informed in
writing of the choice during the course of a
verification of the origin of the good.
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ACCESSORIES, SPARE PARTS AND TOOLS;
DEEMED ORIGINATING FOR TARIFF CHANGE
RULE; ACTUAL ORIGIN APPLICABLE FOR RVC
REQUIREMENT

(17) Accessories, spare parts or tools that are
delivered with a good and form part of the
good’s standard accessories, spare parts or
tools are originating materials if the good is
an originating good, and shall be disregarded
for purposes of determining whether all the
non-originating materials used in the pro-
duction of the good undergo an applicable
change in tariff classification or determining
under section 5(1) the value of non-origi-
nating materials that do not undergo an ap-
plicable change in tariff classification, pro-
vided that
(a) the accessories, spare parts or tools are
not invoiced separately from the good; and
(b) the quantities and value of the acces-
sories, spare parts or tools are customary
for the good, within the industry that pro-
duces the good.
(18) Where a good is subject to a regional
value-content requirement, the value of ac-
cessories, spare parts and tools that are de-
livered with that good and form part of the
good’s standard accessories, spare parts or
tools shall be taken into account as origi-
nating or non-originating materials, as the
case may be, in calculating the regional
value content of the good.
(19) For purposes of subsection (18), where ac-
cessories, spare parts and tools are self-pro-
duced materials, the producer may choose to
designate those materials as intermediate
materials under subsection (4).

EXAMPLES ILLUSTRATING THE PROVISIONS ON
MATERIALS

(20) Each of the following examples is an
‘“‘Example’’ as referred to in section 2(4).
Example 1: section 7(2), Customs Value not
Determined in a Manner Consistent with
Schedule VIII

Producer A, located in NAFTA country A,
imports material A into NAFTA country A.
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Producer A purchased material A from a
middleman located in country B. The mid-
dleman purchased the material from a manu-
facturer located in country B. Under the
laws in NAFTA country A that implement
the Agreement on Implementation of Article VII
of the General Agreement on Tariffs and Trade,
the customs value of material A was based
on the price actually paid or payable by the
middleman to the manufacturer. Producer A
uses material A to produce Good C, and ex-
ports Good C to NAFTA country D. Good C
is subject to a regional value-content re-
quirement.

Under section 4(1) of Schedule VIII, the
price actually paid or payable is the total
payment made or to be made by the producer
to or for the benefit of the seller of the mate-
rial. Section 1 of that Schedule defines pro-
ducer and seller for purposes of the Schedule.
A producer is the person who uses the mate-
rial in the production of a good that is sub-
ject to a regional value-content requirement.
A seller is the person who sells the material
being valued to the producer.

The customs value of material A was not
determined in a manner consistent with
Schedule VIII because it was based on the
price actually paid or payable by the middle-
man to the manufacturer, rather than on the
price actually paid or payable by Producer A
to the middleman. Thus, section 7(2) applies
and material A is valued in accordance with
Schedule VIII.

Example 2: section 7(5), Value of Intermediate
Materials

A producer located in a NAFTA country
produces Good B, which is subject to a re-
gional value-content requirement under sec-
tion 4(2)(b). The producer also produces Ma-
terial A, which is used in the production of
Good B. Both originating materials and non-
originating materials are used in the produc-
tion of Material A. Material A is subject to
a change in tariff classification requirement
under section 4(2)(a). The costs to produce
Material A are the following:

Product costs:
Value of originating materials .....

$1.00

Value of non-originating materials

7.50

Other product costs .

1.50

0.50

Period costs (including $0.30 in royalties) .
Other costs ........

0.10

Total cost of Material A ..........

$10.60

The producer designates Material A as an
intermediate material and determines that,
because all of the non-originating materials
that are used in the production of Material A
undergo an applicable change in tariff classi-
fication set out in Schedule I, Material A
would, under paragraph 4(2)(a) qualify as an

originating material. The cost of the non-
originating materials used in the production
of Material A is therefore not included in the
value of non-originating materials that are
used in the production of Good B for the pur-
pose of determining the regional value con-
tent of Good B. Because Material A has been
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designated as an intermediate material, the
total cost of Material A, which is $10.60, is
treated as the cost of originating materials
for the purpose of calculating the regional
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value content of Good B. The total cost of
Good B is determined in accordance with the
following figures:

Product costs:

Other product costs .
Period costs ........ .

Other costs ........

Value of originating materials
—intermediate materials $10.60
—other materials ........... 3.00
Value of non-originating materials 5.50
6.50
2.50
0.10
$28.20

Total cost of Good B .............

Example 3: section 7(5), Effects of the Des-
ignation of Self-produced Materials on Net
Cost

The ability to designate intermediate ma-
terials helps to put the vertically integrated
producer who is self-producing materials
that are used in the production of a good on
par with a producer who is purchasing mate-
rials and valuing those materials in accord-
ance with subsection 7(1). The following situ-
ations demonstrate how this is achieved:

Situation 1

A producer located in a NAFTA country
produces Good B, which is subject to a re-

gional value-content requirement of 50 per-
cent under the net cost method. Good B sat-
isfies all other applicable requirements of
these Regulations. The producer purchases
Material A, which is used in the production
of Good B, from a supplier located in a
NAFTA country. The value of Material A de-
termined in accordance with subsection 7(1)
is $11.00. Material A is an originating mate-
rial. All other materials used in the produc-
tion of Good B are non-originating mate-
rials. The net cost of Good B is determined
as follows:

Product costs:

$11.00

Value of originating materials (Material A) ......
Value of non-originating materials

5.50

Other product costs .

6.50

0.50

Period costs: (including $0.20 in excluded costs) .........
Other costs ........

0.10

Total cost of Good B ...

$23.60

Excluded costs: (included in period costs) .

—0.20

Net cost of Good B

$23.40

The regional value content of Good B is
calculated as follows:

RVC=

NC-VNM
NC
_$2340-8550

x100

100

$23.40

=76.5%

The regional value content of Good B is
76.5 percent, and Good B, therefore, qualifies
as an originating good.

Situation 2
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A producer located in a NAFTA country
produces Good B, which is subject to a re-
gional value-content requirement of 50 per-
cent under the net cost method. Good B sat-
isfies all other applicable requirements of
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these Regulations. The producer self-pro-
duces Material A which is used in the pro-
duction of Good B. The costs to produce Ma-
terial A are the following:

Product costs:
Value of originating materials ..... $1.00
Value of non-originating materials 7.50
Other product costs . 1.50
Period costs: (including $0.20 in excluded costs) ......... 0.50
Other costs ........ 0.10
Total cost of Material A .......... $10.60
Additional costs to produce Good B are the
following:
Product costs:
Value of originating materials ..... $0.00
Value of non-originating materials 5.50
Other product costs . 6.50
Period costs: (including $0.20 in excluded costs) ......... 0.50
Other costs ........ 0.10
Total additional costs ............. $12.60

The producer does not designate Material
A as an intermediate material under sub-

section 7(4). The net cost of Good B is cal-
culated as follows:

Costs of Material .
A (10 desgnates | AddionalCosts |
as an intermediate B
material)
Product costs:
Value of originating materials ... $1.00 $0.00 $1.00
Value of non-originating materials 7.50 5.50 13.00
Other product costs 1.50 6.50 8.00
Period costs (including $0.20 in excluded costs) .... 0.50 0.50 1.00
Other costs ........ 0.10 0.10 0.20
Total Cost Of GOOA B .......covieiciiiriiiiicieieiee et $10.60 $12.60 $23.20
Excluded costs (in period COStS) .......c.couriireriireniienieieieeeneeerceeeeeeeea 0.20 0.20 —0.40
Net cost of Good B (total cost minus excluded costs) ... $22.80
The regional value content of Good B is
calculated as follows:
NC-VNM
RVC=—x100
NC
$22.80-$13.00
=—x100
$22.80
=42.9%
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The regional value content of Good B is
42.9 percent, and Good B, therefore, does not
qualify as an originating good.

Situation 3

A producer located in a NAFTA country
produces Good B, which is subject to a re-
gional value-content requirement of 50 per-
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cent under the net cost method. Good B sat-
isfies all other applicable requirements of
these Regulations. The producer self-pro-
duces Material A, which is used in the pro-
duction of Good B. The costs to produce Ma-
terial A are the following:

Product costs:
Value of originating materials ..... $1.00
Value of non-originating materials 7.50
Other product costs . 1.50
Period costs: (including $0.20 in excluded costs) ... 0.50
Other costs ........ 0.10
Total cost of Material A .......... $10.60
Additional costs to produce Good B are the
following:
Product costs:
Value of originating materials ..... $0.00
Value of non-originating materials 5.50
Other product costs . 6.50
Period costs: (including $0.20 in excluded costs) ......... 0.50
Other costs ........ 0.10
Total additional costs ............. $12.60

The producer designates Material A as an
intermediate material under subsection 7(4).
Material A qualifies as an originating mate-
rial under paragraph 4(2)(a). Therefore, the
value of non-originating materials used in

the production of Material A is not included
in the value of non-originating materials for
the purposes of calculating the regional
value content of Good B. The net cost of
Good B is calculated as follows:

Costs of
Material A Additional
(designated Costs to
as an inter- Produce Total
mediate ma- Good B
terial)
Product costs:
Value of originating materials .... $10.60 $0.00 $10.60
Value of non-originating materials 5.50 5.50
Other product costs 6.50 6.50
Period costs (including $0.20 in excluded costs) .... 0.50 0.50
Other costs ........ 0.10 0.10
Total cost Of GOOT B ........coviuiiiiiiiiiiicc s $10.60 $12.60 $23.20
Excluded costs (in period COStS) ..ot .20 —0.20
Net cost of Good B (total cost minus excluded costs) ... $23.00

The regional value content of Good B is
calculated as follows:
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RVC=

NC-VNM y
NC
_ $23.00-5$5.50 y
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100

100

$23.00

=76.1%

The regional value content of Good B is
76.1 percent, and Good B, therefore, qualifies
as an originating good.

Example 4: Originating Materials Acquired
from a Producer Who Produced Them Using
Intermediate Materials

Producer A, located in NAFTA country A,
produces switches. In order for the switches
to qualify as originating goods, Producer A
designates subassemblies of the switches as
intermediate materials. The subassemblies
are subject to a regional value-content re-
quirement. They satisfy that requirement,
and qualify as originating materials. The
switches are also subject to a regional value-
content requirement, and, with the sub-
assemblies designated as intermediate mate-
rials, are determined to have a regional
value content of 65 percent.

Producer A sells the switches to Producer
B, located in NAFTA country B, who uses
them to produce switch assemblies that are
used in the production of Good B. The switch
assemblies are subject to a regional value-
content requirement. Producers A and B are
not accumulating their production within
the meaning of section 14. Producer B is
therefore able, under section 7(4), to des-
ignate the switch assemblies as intermediate
materials.

If Producers A and B were accumulating

their production within the meaning of sec-
tion 14, Producer B would be unable to des-
ignate the switch assemblies as intermediate
materials, because the production of both
producers would be considered to be the pro-
duction of one producer.
Example 5: Single Producer and Successive
Designations of Materials Subject to a Re-
gional Value-Content Requirement as Inter-
mediate Materials

Producer A, located in NAFTA country,
produces Material X and uses Material X in
the production of Good B. Material X quali-
fies as an originating material because it
satisfies the applicable regional value-con-
tent requirement. Producer A designates Ma-
terial A as an intermediate material.

Producer A uses Material X in the produc-
tion of Material Y, which is also used in the
production of Good B. Material Y is also sub-
ject to a regional value-content requirement.
Under the proviso set out in section 7(4),
Producer A cannot designate Material Y as

an intermediate material, even if Material Y
satisfies the applicable regional value-con-
tent requirement, because Material X was al-
ready designated by Producer A as an inter-
mediate material.

Example 6: Single Producer and Multiple Des-
ignations of Materials as Intermediate Mate-
rials

Producer X, who is located in NAFTA
country X, uses non-originating materials in
the production of self-produced materials A,
B, and C. None of the self-produced materials
are used in the production of any of the
other self-produced materials.

Producer X uses the self-produced mate-
rials in the production of Good O, which is
exported to NAFTA country Y. Materials A,
B and C qualify as originating materials be-
cause they satisfy the applicable regional
value-content requirements.

Because none of the self-produced mate-
rials are used in the production of any of the
other self-produced materials, then even
though each self-produced material is sub-
ject to a regional value-content requirement,
Producer X may, under section 7(4), des-
ignate all of the self-produced materials as
intermediate materials. The proviso set out
in section 7(4) only applies where self-pro-
duced materials are used in the production of
other self-produced materials and both are
subject to a regional value-content require-
ment.

Example 7: section 7(17)

The following are examples of accessories,
spare parts or tools that are delivered with a
good and form part of the good’s standard ac-
cessories, spare parts or tools:

(a) consumables that must be replaced at

regular intervals, such as dust collectors

for an air-conditioning system,

(b) a carrying case for equipment,

(c) a dust cover for a machine,

(d) an operational manual for a vehicle,

(e) brackets to attach equipment to a wall,

(f) a bicycle tool kit or a car jack,

(g) a set of wrenches to change the bit on

a chuck,

(h) a brush or other tool to clean out a ma-

chine, and

(i) electrical cords and power bars for use

with electronic goods.

Example 8: Value of Indirect Materials that
are Assists
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Producer A, located in a NAFTA country,
produces Good A that is subject to a regional
value-content requirement. The producer
chooses that the regional value content of
that good be calculated using the net cost
method. Producer A buys Material X from
Producer B, located in a NAFTA country,
and uses it in the production of Good A. Pro-
ducer A provides to Producer B, at no
charge, tools to be used in the production of
Material X. The tools have a value of $100
which is expensed in the current year by
Producer A.

Material X is subject to a regional value-
content requirement which Producer B
chooses to calculate using the net cost meth-
od. For purposes of determining the value of
non-originating materials in order to cal-
culate the regional value content of Material
X, the tools are considered to be an origi-
nating material because they are an indirect
material. However, pursuant to section 7(11)
they have a value of nil because the cost of
the tools with respect to Material X is not
recorded on the books of Producer B.

It is determined that Material X is a non-
originating material. The cost of the tools
that is recorded on the books of producer A
is expensed in the current year. Pursuant to
section 5 of Schedule VIII, the value of the
tools (see section 5(1)(b)(ii) of Schedule VIII)
must be included in the value of Material X
by Producer A when calculating the regional
value content of Good A. The cost of the
tools, although recorded on the books of pro-
ducer A, cannot be included as a separate
cost in the net cost of Good A because it is
already included in the value of Material X.
The entire cost of Material X, which includes
the cost of the tools, is included in the value
of non-originating materials for purposes of
the regional value content of Good A.

PART V
AUTOMOTIVE GOODS

SECTION 8. DEFINITIONS AND
INTERPRETATION

For purposes of this part,
‘“‘after-market parts’” means goods that are
not for use as original equipment in the pro-
duction of light-duty vehicles or heavy-duty
vehicles and that are
(a) goods provided for in a tariff provision
listed in Schedule IV, or
(b) automotive component assemblies,
automotive components, sub-components
or listed materials;
“‘class of motor vehicles’” means any one of
the following categories of motor vehicles:
(a) motor vehicles provided for in any of
subheading 8701.20, tariff items 8702.10.30
and 8702.90.30 (vehicles for the transport of
16 or more persons), subheadings 8704.10,
8704.22, 8704.23, 8704.32 and 8704.90 and head-
ings 8705 and 8706,
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(b) motor vehicles provided for in any of

subheadings 8701.10 and 8701.30 through

8701.90,

(c) motor vehicles provided for in any of

tariff items 8702.10.60 and 8702.90.60 (vehi-

cles for the transport of 15 or fewer per-

sons) and subheadings 8704.21 and 8704.31,

and

(d) motor vehicles provided for in any of

subheadings 8703.21 through 8703.90;
‘“‘complete motor vehicle assembly process”
means the production of a motor vehicle
from separate constituent parts, which parts
include the following:

(a) a structural frame or unibody,

(b) body panels,

(c) an engine, a transmission and a drive

train,

(d) brake components,

(e) steering and suspension components,

(f) seating and internal trim,

(g) bumpers and external trim,

(h) wheels, and

(i) electrical and lighting components;
‘“first prototype’ means the first motor ve-
hicle that

(a) is produced using tooling and processes

intended for the production of motor vehi-

cles to be offered for sale, and

(b) follows the complete motor vehicle as-

sembly process in a manner not specifi-

cally designed for testing purposes;
‘“‘floor pan of a motor vehicle”’ means a com-
ponent, comprising a single part or two or
more parts joined together, with or without
additional stiffening members, that forms
the base of a motor vehicle, beginning at the
firewall or bulkhead of the motor vehicle
and ending

(a) where there is a luggage floor panel in

the motor vehicle, at the place where that

luggage floor panel begins, and

(b) where there is no luggage floor panel in

the motor vehicle, at the place where the

passenger compartment of the motor vehi-

cle ends;
‘“‘heavy-duty automotive good’” means a
heavy-duty vehicle or a heavy-duty compo-
nent;
‘“‘heavy-duty component’” means an auto-
motive component or automotive component
assembly that is for use as original equip-
ment in the production of a heavy-duty vehi-
cle;
“marque’” means a trade name used by a
marketing division of a motor vehicle assem-
bler that is separate from any other mar-
keting division of that motor vehicle assem-
bler;
‘““model line’” means a group of motor vehi-
cles having the same platform or model
name;
‘“model name’” means the word, group of
words, letter, number or similar designation
assigned to a motor vehicle by a marketing
division of a motor vehicle assembler
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(a) to differentiate the motor vehicle from
other motor vehicles that use the same
platform design,
(b) to associate the motor vehicle with
other motor vehicles that use different
platform designs, or
(c) to denote a platform design;
“‘new building’’ means a new construction to
house a complete motor vehicle assembly
process, where that construction includes
the pouring or construction of a new founda-
tion and floor, the erection of a new frame
and roof, and the installation of new plumb-
ing and electrical and other utilities;
‘“‘plant” means a building, or buildings in
close proximity but not necessarily contig-
uous, machinery, apparatus and fixtures that
are under the control of a producer and are
used in the production of any of the fol-
lowing:
(a) light-duty vehicles and heavy-duty ve-
hicles,
(b) goods of a tariff provision listed in
Schedule IV, and
(c) automotive component assemblies,
automotive components, sub-components
and listed materials;
“platform’ means the primary load-bearing
structural assembly of a motor vehicle that
determines the basic size of the motor vehi-
cle, and is the structural base that supports
the driveline and links the suspension com-
ponents of the motor vehicle for various
types of frames, such as the body-on-frame
or space-frame, and monocoques;
‘“‘received in the territory of a NAFTA coun-
try”’ means, with respect to section 9(2), the
location at which a traced material arrives
in the territory of a NAFTA country and is
documented for any customs purpose, which,
in the case of a traced material imported
into
(a) Canada,
(i) where the traced material is imported
on a vessel, as defined in section 2 of the
Reporting of Imported Goods Regulations, is
the location at which the traced material
is last unloaded from the vessel and re-
ported, under section 12 of the Customs
Act, to a customs office, including re-
ported for transportation under bond by
a conveyance other than that vessel, and
(ii) in any other case, is the location at
which the traced material is reported,
under section 12 of the Customs Act, to a
customs office, including reported for
transportation under bond,
(b) Mexico,
(i) where the traced material is imported
on a vessel, the location at which the
traced material is last unloaded from the
vessel and reported for any customs pur-
pose, and
(ii) in any other case, the location at
which the traced material is reported for
any customs purpose, and
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(c) the United States, is the location at
which the traced material is entered for
any customs purpose, including entered for
consumption, entered for warehouse or en-
tered for transportation under bond, or ad-
mitted into a foreign trade zone;
“refit”’ means a closure of a plant for a pe-
riod of at least three consecutive months
that is for purposes of plant conversion or re-
tooling;
‘‘size category’’, with respect to a light-duty
vehicle, means that the total of the interior
volume for passengers and the interior vol-
ume for luggage is
(a) 85 cubic feet (2.38 m3) or less,
(b) more than 85 cubic feet (2.38 m3) but
less than 100 cubic feet (2.80 m3),
(c) 100 cubic feet (2.80 m3) or more but not
more than 110 cubic feet (3.08 m3),
(d) more than 110 cubic feet (3.08 m3) but
less than 120 cubic feet (3.36 m3), or
(e) 120 cubic feet (3.36 m3) or more;
“traced material” means a material, pro-
duced outside the territories of the NAFTA
countries, that is imported from outside the
territories of the NAFTA countries and is,
when imported, of a tariff provision listed in
Schedule IV;
‘“‘underbody’ means the floor pan of a motor
vehicle.

SECTION 9. LIGHT-DUTY AUTOMOTIVE
GOODS

VNM DETERMINED BY TRACING OF CERTAIN
NON-ORIGINATING MATERIALS

(1) For purposes of calculating the regional
value content of a light-duty automotive
good under the net cost method, the value of
non-originating materials used by the pro-
ducer in the production of the good shall be
the sum of the values of the non-originating
materials that are traced materials and are
incorporated into the good.

VALUATION OF TRACED MATERIALS FOR VNM
IN THE RVC

(2) Except as otherwise provided in sub-
sections (3) and (6) through (8), the value of
each of the traced materials that is incor-
porated into a good shall be
(a) where the producer imports the traced
material from outside the territories of the
NAFTA countries and has or takes title to
it at the time of importation, the sum of
(i) the customs value of the traced mate-
rial,
(ii) where not included in that customs
value, any freight, insurance, packing
and other costs that were incurred in
transporting the traced material to the
first place at which it was received in the
territory of a NAFTA country, and
(iii) where not included in that customs
value, the costs referred to in subsection
@
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(b) where the producer imports the traced
material from outside the territories of the
NAFTA countries and does not have or
take title to it at the time of importation,
the sum of
(i) the customs value of the traced mate-
rial,
(ii) where not included in that customs
value, any freight, insurance, packing
and other costs that were incurred in
transporting the traced material to the
place at which it was when the producer
takes title in the territory of a NAFTA
country, and
(iii) where not included in that customs
value, the costs referred to in subsection
(4);
(c) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries and
that person has or takes title to the mate-
rial at the time of importation, if the pro-
ducer has a statement that
(1) is signed by the person from whom the
producer acquired the traced material,
whether in the form in which it was im-
ported into the territory of a NAFTA
country or incorporated into another
material, and
(ii) states
(A) the customs value of the traced ma-
terial,
(B) where not included in that customs
value, any freight, insurance, packing
and other costs that were incurred in
transporting the traced material to the
first place at which it was received in
the territory of a NAFTA country, and
(C) where not included in that customs
value, the costs referred to in sub-
section (4),
the sum of the customs value of the traced
material, the freight, insurance, packing
and other costs referred to in subparagraph
(ii)(B) and the costs referred to in subpara-
graph (ii)(C);
(d) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries and
that person does not have or take title to
the material at the time of importation, if
the producer has a statement that
(i) is signed by the person from whom the
producer acquired the traced material,
whether in the form in which it was im-
ported into the territory of a NAFTA
country or incorporated into another
material, and
(ii) states
(A) the customs value of the traced ma-
terial,
(B) where not included in that customs
value, any freight, insurance, packing
and other costs that were incurred in
transporting the traced material to the
place at which it was located when the
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first person in the territory of a
NAFTA country takes title, and
(C) where not included in that customs
value, the costs referred to in sub-
section (4),
the sum of the customs value of the
traced material, the freight, insurance,
packing and other costs referred to in
subparagraph (ii)(B) and the costs re-
ferred to in subparagraph (ii)(C);
(e) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries and
the producer acquires the traced material
or a material that incorporates the traced
material from a person in the territory of
a NAFTA country who has title to it, if the
producer has a statement that
(i) is signed by the person from whom the
producer acquired the traced material or
the material that incorporates it, and
(ii) states the value of the traced mate-
rial or a material that incorporates the
traced material, determined in accord-
ance with subsection (5), with respect to
a transaction that occurs after the cus-
toms value of the traced material was de-
termined,
the value of the traced material or the ma-
terial that incorporates the traced mate-
rial, determined in accordance with sub-
section (5), with respect to the transaction
referred to in that statement;
(f) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries,
and the producer acquires a material that
incorporates that traced material and the
acquired material was produced in the ter-
ritory of a NAFTA country and is subject
to a regional value-content requirement, if
the producer has a statement that
(i) is signed by the person from whom the
producer acquired that material, and
(ii) states that the acquired material is
an originating material and states the
regional value content of the material,
an amount equal to VM x (1 — RVC)
where
VM is the value of the acquired mate-
rial, determined in accordance with
subsection (b), with respect to the
transaction in which the producer ac-
quired that material, and
RVC is the regional value content of
the acquired material, expressed as a
decimal;
(g) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries,
and the producer acquires a material that
incorporates that traced material and the
acquired material was produced in the ter-
ritory of a NAFTA country and is subject
to a regional value-content requirement, if
the producer has a statement that
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(i) is signed by the person from whom the
producer acquired that material, and
(ii) states that the acquired material is
an originating material but does not
state any value with respect to the
traced material,
an amount equal to VM x (1 — RVCR)
where
VM is the value of the acquired mate-
rial, determined in accordance with
subsection (b), with respect to the
transaction in which the producer ac-
quired that material, and
RVCR is the regional value-content re-
quirement for the acquired material,
expressed as a decimal;
(h) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries and
the producer acquires a material that
(i) incorporates that traced material,
(ii) was produced in the territory of a
NAFTA country, and
(iii) with respect to which an amount
was determined in accordance with para-
graph (f) or (g),
if the producer of the good has a statement
signed by the person from whom the pro-
ducer acquired that material that states
that amount, the amount as determined in
accordance with paragraph (f) or (g), as the
case may be; and
(i) where a person other than the producer
imports the traced material from outside
the territories of the NAFTA countries and
the producer does not have a statement de-
scribed in any of paragraphs (c) through
(h), the value of the traced material or any
material that incorporates it, determined
in accordance with subsection (5) with re-
spect to the transaction in which the pro-
ducer acquires the traced material or any
material that incorporates it.

VALUE OF TRACED MATERIAL IF CUSTOMS
VALUE IS NOT IN ACCORDANCE WITH SCHED-
ULE VIII

(3) For purposes of subsections (2) (a)
through (d), where the customs value of the
traced material referred to in those para-
graphs was not determined in a manner con-
sistent with Schedule VIII, the value of the
material shall be the sum of
(a) the value of the material determined in
accordance with Schedule VIII with re-
spect to the transaction in which the per-
son who imported the material from out-
side the territories of the NAFTA coun-
tries acquired it; and
(b) where not included in that value, the
costs referred to in subsections (2)(a) (ii)
and (iii), subsections (2)(b) (ii) and (iii),
subsections (2)(c)(ii) (B) and (C) or sub-
sections (2)(d)(ii) (B) and (C), as the case
may be.
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ADDITIONAL COSTS INCLUDED IN TRACED VALUE
IF NOT ALREADY INCLUDED IN CUSTOMS VALUE

(4) The costs referred to in subsections (2) (a)

through (d) and subsection (3) are the fol-

lowing:
(a) duties and taxes paid or payable with
respect to the material in the territory of
one or more of the NAFTA countries, other
than duties and taxes that are waived, re-
funded, refundable or otherwise recover-
able, including credit against duty or tax
paid or payable; and
(b) customs brokerage fees, including the
cost of in-house customs brokerage serv-
ices, incurred with respect to the material
in the territory of one or more of the
NAFTA countries.

VALUE OF TRACED MATERIAL DETERMINED
UNDER SCHEDULE VIII IF VALUE IS NOT CUS-
TOMS VALUE

(6) For purposes of subsections (2) (e)
through (g) and (i) and subsections (6) and
(7), the value of a material
(a) shall be the transaction value of the
material, determined in accordance with
section 2(1) of Schedule VIII with respect
to the transaction referred to in that para-
graph or subsection, or
(b) shall be determined in accordance with
sections 6 through 11 of Schedule VIII,
where, with respect to the transaction re-
ferred to in that paragraph or subsection,
there is no transaction value for the mate-
rial under section 2(2) of that Schedule, or
the transaction value of the material is un-
acceptable under section 2(3) of that
Schedule,
and, where not included under paragraph (a)
or (b), shall include taxes, other than duties
paid on an importation of a material from a
NAFTA country, paid or payable with re-
spect to the material in the territory of one
or more of the NAFTA countries, other than
taxes that are waived, refunded, refundable
or otherwise recoverable, including credit
against tax paid or payable.
(6) Where it is determined, during the course
of a verification of origin of a light-duty
automotive good with respect to which the
producer of that good has a statement re-
ferred to in subsection (2) (f) or (g), that the
acquired material referred to in that state-
ment is not an originating material, the
value of the acquired material shall, for pur-
poses of subsection (2), be determined in ac-
cordance with subsection (5) with respect to
the transaction in which that producer ac-
quired it.

EFFECT ON VALUE OF TRACED MATERIAL IF
VALUE ON A STATEMENT CANNOT BE VERIFIED

(7) Where any person who has information
with respect to a statement referred to in
any of subsections (2)(c) through (h) does not
allow a customs administration to verify
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that information during a verification of ori-
gin, the value of the material with respect to
which that person did not allow the customs
administration to verify the information
may be determined by that customs adminis-
tration in accordance with subsection (5)
with respect to the transaction in which that
person sells, or otherwise transfers to an-
other person, that material or a material
that incorporates that material.

USE OF VALUE OF VNM AS DETERMINED UNDER
SECTION 12(3) FOR TRACED MATERIAL INCOR-
PORATED INTO ANOTHER MATERIAL

(8) Where a traced material is incorporated
into a material produced in the territory of
a NAFTA country and that material is incor-
porated into a light-duty automotive good,
the statement referred to in subsection
(2)(c), (d) or (e) may state the value of non-
originating materials, determined in accord-
ance with section 12(3), with respect to the
material that incorporates the traced mate-
rial.

INTERPRETATIONS AND CLARIFICATIONS FOR
PROVISIONS APPLICABLE TO TRACING RULES
FOR LIGHT-DUTY AUTOMOTIVE GOODS

(9) For purposes of this section,
(a) where a producer, in accordance with
section 7(4), designates as an intermediate
material any self-produced material used
in the production of a light-duty auto-
motive good,
(i) the designation applies solely to the
calculation of the net cost of that good,
and
(ii) the value of a traced material that is
incorporated into that good shall be de-
termined as though the designation had
not been made;
(b) the value of a material not listed in
Schedule IV, when imported from outside
the territories of the NAFTA countries,
(i) shall not be included in the value of
non-originating materials that are used
in the production of a light-duty auto-
motive good, and
(ii) shall be included in calculating the
net cost of a light-duty automotive good
that incorporates that material;
(c) except as otherwise provided in section
12(10), this section does not apply with re-
spect to after-market parts;
(d) the costs referred to in subsections
(2)(a)(ii) and (b)(ii), subsections (2)(c)(ii)(B)
and (d)(ii)(B) and subsections (4) and (b)
shall be the costs referred to in those para-
graphs that are recorded on the books of
the producer of the light-duty automotive
good;
(e) for purposes of calculating the regional
value content of a light-duty automotive
good, the producer of that good may
choose to treat any material used in the
production of that good as a non-origi-
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nating material, and the value of that ma-
terial shall be determined in accordance
with subsection (5) with respect to the
transaction in which the producer acquired
it; and

(f) any information set out in a statement
referred to in subsection (2) that concerns
the value of materials or costs shall be in
the same currency as the currency of the
country in which the person who provided
the statement is located.

EXAMPLES OF APPLICATION OF TRACING FOR
LIGHT-DUTY AUTOMOTIVE GOODS

(10) Each of the following examples is an
‘“Example’ as referred to in section 2(4).
Example 1:

Nuts and bolts provided for in heading 7318
are imported from outside the territories of
the NAFTA countries and are used in the
territory of a NAFTA country in the produc-
tion of a light-duty automotive good referred
to in section 9(1). Heading 7318 is not listed
in Schedule IV so the nuts and bolts are not
traced materials.

Because the nuts and bolts are not traced
materials the value, under section 9(1), of the
nuts and bolts is not included in the value of
non-originating materials used in the light-
duty automotive good even though the nuts
and bolts are imported from outside the ter-
ritories of the NAFTA countries.

The value, under section 9(9)(b), of the nuts
and bolts is included in the net cost of the
light-duty automotive good for the purposes
of calculating, under section 9(1), regional
value content of the motor vehicle.

Example 2:

A rear view mirror provided for in sub-
heading 7009.10 is imported from outside the
territories of the NAFTA countries and is
used in the territory of a NAFTA country as
original equipment in the production of a
light-duty vehicle.

Subheading 7009.10 is listed in Schedule IV.
The rear view mirror is a traced material.
For purposes of calculating, under section
9(1), regional value content of the light-duty
vehicle, the value of the mirror is included in
the value of non-originating materials in ac-
cordance with sections 9(2) through (9).
Example 3:

Glass provided for in heading 7005 is im-
ported from outside the territories of the
NAFTA countries and is used in the territory
of NAFTA country A in the production of a
rear view mirror. The rear view mirror is a
non-originating good because it fails to sat-
isfy the applicable change in tariff classifica-
tion.

That rear view mirror is exported to
NAFTA country B where it is used as origi-
nal equipment in the production of a light-
duty vehicle. Even though the rear view mir-
ror is a non-originating material and is pro-
vided for in a tariff item listed in Schedule
IV, it is not a traced material because it was

447



Pt. 181, App.

not imported from outside the territories of
the NAFTA countries.

For purposes of calculating, under section
9(1), the regional value content of a light-
duty vehicle in which the rear view mirror is
incorporated, the value of the rear view mir-
ror, under section 9(1), is not included in the
value of non-originating materials used in
the production of the light-duty vehicle.

Even though the glass provided for in head-
ing 7005 that was used in the production of
the rear view mirror and incorporated into
the light-duty vehicle was imported from
outside the territories of the NAFTA coun-
tries, the glass is not a traced material be-
cause heading 7005 is not listed in Schedule
IV. For purposes of calculating, under sec-
tion 9(1), the regional value content of the
light-duty vehicle that incorporates the
glass, the value of the glass is not included
in the value of non-originating materials
used in the production of the light-duty vehi-
cle. The value of the rear view mirror would
be included in the net cost of the light-duty
vehicle, but the value of the imported glass
would not be separately included in the
value of non-originating materials of the
light-duty vehicle.

Example 4:

An electric motor provided for in sub-
heading 8501.10 is imported from outside the
territories of the NAFTA countries and is
used in the territory of a NAFTA country in
the production of a seat frame provided for
in subheading 9401.90. The seat frame, with
the electric motor attached, is sold to a pro-
ducer of seats provided for in subheading
9401.20. The seat producer sells the seat to a
producer of light-duty vehicles. The seat is
to be used as original equipment in the pro-
duction of that light-duty vehicle.

Subheadings 8501.10 and 9401.20 are listed in
Schedule IV; subheading 9401.90 is not. The
electric motor is a traced material; the seat
is not a traced material because it was not
imported from outside the territories of the
NAFTA countries.

The seat is a light-duty automotive good
referred to in section 9(1). For purposes of
calculating, under section 9(1), the regional
value content of the seat, the value of traced
materials incorporated into it is included in
the value of non-originating materials used
in the production of the seat. The value of
the electric motor is included in that value.
(However, the value of the motor would not
be included separately in the net cost of the
seat because the value of the motor is in-
cluded as part of the cost of the seat frame.)

For purposes of calculating, under section
9(1), the regional value content of the light-
duty vehicle, the value of the electric motor
is included in the value of non-originating
materials used in the production of the light-
duty vehicle, even if the seat is an origi-
nating material.

Example 5:
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Cast blocks, cast heads and connecting rod
assemblies provided for in heading 8409 are
imported from outside the territories of the
NAFTA countries by an engine producer,
who has title to them at the time of impor-
tation, and are used by the producer in the
territory of NAFTA country A in the produc-
tion of an engine provided for in heading
8407. After the regional value content of the
engine is calculated, the engine is an origi-
nating good. It is not a traced material be-
cause it was not imported from outside the
territories of the NAFTA countries. The en-
gine is exported to NAFTA country B, to be
used as original equipment by a producer of
light-duty vehicles.

For purposes of calculating, under section
9(1), the regional value content of the light-
duty vehicle that incorporates the engine,
because heading 8409 is listed in Schedule IV
and because the cast blocks, cast heads and
connecting rod assemblies were imported
into the territory of a NAFTA country and
are incorporated into the light-duty vehicle,
the value of those materials, which are
traced materials, is included in the value of
non-originating materials used in the pro-
duction of the light-duty vehicle, even
though the engine is an originating material.

The producer of the light-duty vehicle did
not import the traced materials. However,
because that producer has a statement re-
ferred to in section 9(2)(c) and that state-
ment states the value of non-originating ma-
terials of the traced materials in accordance
with section 12(2), the producer of the light-
duty vehicle may, in accordance with section
9(8), use that value as the value of non-origi-
nating materials of the light-duty vehicle
with respect to that engine.

Example 6:

Aluminum ingots provided for in sub-
heading 7601.10 and piston assemblies pro-
vided for in heading 8409 are imported from
outside the territories of the NAFTA coun-
tries by an engine producer and are used by
that producer in the territory of NAFTA
country A in the production of an engine
provided for in heading 8407. The aluminum
ingots are used by the producer to produce
an engine block; the piston assembly is then
incorporated into the engine block and the
producer designates, in accordance with sec-
tion 7(4), a short block provided for in head-
ing 8409 as an intermediate material. The in-
termediate material qualifies as an origi-
nating material. The engine that incor-
porates the short block is exported to
NAFTA country B and used as original
equipment in the production of a light-duty
vehicle. The piston assemblies provided for
in heading 8409 are traced materials; neither
the engine nor the short block are traced
materials because they were not imported
from outside the territories of the NAFTA
countries.
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For purposes of calculating, under section
9(1), the regional value content of the engine,
the value of the piston assemblies is in-
cluded, under section 9(9)(a)(ii), in the value
of non-originating materials, even if the in-
termediate material is an originating mate-
rial. However, the value of the aluminum
ingots is not included in the value of non-
originating materials because subheading
7601.10 is not listed in Schedule IV. The value
of the aluminum ingots does not need to be
included separately in the net cost of the en-
gine because that value is included in the
value of the intermediate material, and the
total cost of the intermediate material is in-
cluded in the net cost of the engine.

For purposes of calculating, under section
9(1), the regional value content of the light-
duty vehicle that incorporates the engine
(and the piston assemblies), the value of the
piston assemblies incorporated into that
light-duty vehicle is included in the value of
non-originating materials of the light-duty
vehicle.

Example 7:

An engine provided for in heading 8407 is
imported from outside the territories of the
NAFTA countries. The producer of the en-
gine, located in the country from which the
engine is imported, used in the production of
the engine a piston assembly provided for in
heading 8409 that was produced in a NAFTA
country and is an originating good. The en-
gine is used in the territory of a NAFTA
country as original equipment in the produc-
tion of a light-duty vehicle. The engine is a
traced material.

For purposes of calculating, under section
9(1), the regional value content of a light-
duty vehicle that incorporates that engine,
the value of the engine is included in the
value of non-originating materials of that
light-duty vehicle. The value of the piston
assembly, which was, before its exportation
to outside the territories of the NAFTA
countries, an originating good, shall not be
deducted from the value of non-originating
materials used in the production of the light-
duty vehicle. Under section 18 (trans-
shipment), the piston assembly is no longer
considered to be an originating good because
it was used in the production of a good out-
side the territories of the NAFTA countries.
Example 8:

A wholesaler, located in City A in the ter-
ritory of a NAFTA country, imports from
outside the territories of the NAFTA coun-
tries rubber hoses provided for in heading
4009, which is listed in Schedule IV. The
wholesaler takes title to the goods at the
wholesaler’s place of business in City A. The
customs value of the imported goods is $500.
All freight, taxes and duties associated with
the good to the wholesaler’s place of business
total $100; the cost of the freight, included in
that $100, from the place where it was re-
ceived in the territory of a NAFTA country
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to the location of the wholesaler’s place of
business in City A is $25. The wholesaler sells
the rubber hoses for $650 to a producer of
light-duty vehicles who uses the goods in the
territory of a NAFTA country as original
equipment in the production of a light-duty
vehicle. The light-duty vehicle producer pays
$50 to have the goods shipped from the loca-
tion of the wholesaler’s place of business in
City A to the location at which the light-
duty vehicle is produced.

The rubber hoses are traced materials and
they are incorporated into a light-duty auto-
motive good. For purposes of calculating,
under section 9(1), the regional value content
of the light-duty vehicle,

(1) if the wholesaler takes title to the
goods before the first place at which they
were received in the territory of a NAFTA
country, then the value of non-originating
materials, where the light-duty vehicle
producer has a statement referred to in
section 9(2)(c), would not include the cost
of freight from the place where they were
received in the territory of a NAFTA coun-
try to the location of the wholesaler’s
place of business: in this situation, the
value of non-originating materials would
be $575;
(2) if the producer has a statement referred
to in section 9(2)(d) that states the cus-
toms value of the traced material and,
where not included in that price, the cost
of taxes, duties, fees and transporting the
goods to the place where title is taken, the
light-duty vehicle producer may use those
values as the value of non-originating ma-
terials with respect to the goods: in this
situation, the value of non-originating ma-
terials would be $600; or

(3) if the wholesaler is unwilling to provide

the light-duty vehicle producer with such a

statement, the value of non-originating

materials with respect to the traced mate-
rials will be the value of the materials
with respect to the transaction in which
the producer acquired them, as provided
for in section 9(2)(i), in this instance $650;
the costs of transporting the goods from
the location of the wholesaler’s place of
business to the location of the producer
will be included in the net cost of the
goods, but not in the value of non-origi-
nating materials.

Example 9:

A wholesaler, located in City A in the ter-
ritory of a NAFTA country, imports from
outside the territories of the NAFTA coun-
tries rubber hose provided for in heading
4009, which is listed in Schedule IV. The
wholesaler sells the good to a producer lo-
cated in the territory of the NAFTA country
who uses the hose to produce a power steer-
ing hose assembly, also provided for in head-
ing 4009. The power steering hose assembly is
then sold to a producer of light-duty vehicles
who uses that good in the production of a
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light-duty vehicle. The rubber hose is a
traced material; the power steering hose as-
sembly is not a traced material because it
was not imported from outside the terri-
tories of the NAFTA countries.

The wholesaler who imported the rubber
hose from outside the territories of the
NAFTA countries has title to it at the time
of importation. The customs value of the
good is $3, including freight and insurance
and all other costs incurred in transporting
the good to the first place at which it was re-
ceived in the territory of the NAFTA coun-
try. Duties and fees and all other costs re-
ferred to in section 9(4), paid by the whole-
saler with respect to the good, total an addi-
tional $1. The wholesaler sells the good to
the producer of the power steering hose as-
semblies for $5, not including freight to the
location of that producer. The power steer-
ing hose producer pays $2 to have the good
delivered to the location of production. The
value of the power steering hose assembly
sold to the light-duty vehicle producer is $10,
including freight for delivery of the goods to
the location of the light-duty vehicle pro-
ducer.

For purposes of calculating, under section
9(1), the regional value content of the light-
duty vehicle:

(1) if the motor vehicle producer has a
statement referred to in section 9(2)(c)
from the producer of the power steering
hose assembly that states the customs
value of the imported rubber hose incor-
porated in the power steering hose assem-
bly, and the value of the duties, fees and
other costs referred to in section 9(4), the
producer may use those values as the value
of non-originating materials with respect
to that traced good: in this situation, that
value would be the customs value of $3 and
the cost of duties and fees of $1, provided
that the wholesaler has provided the pro-
ducer of the power steering hose assembly
with the information regarding the cus-
toms value of the imported good and the
other costs;
(2) if the light-duty vehicle producer has a
statement from the producer of the power
steering hose assembly that states the
value of the imported hose, with respect to
the transaction in which the power steer-
ing hose assembly producer acquires the
imported hose from the wholesaler, the
light-duty vehicle producer may include
that value as the value of non-originating
materials, in accordance with section
9(2)(e): in this situation, that value is $5;
and the $2 cost of transporting the good
from the location of the wholesaler to the
location of the producer, because that cost
is separately identified, would not be in-
cluded in the value of non-originating ma-
terials of the light-duty vehicle;

(3) if the light-duty vehicle producer has a

statement referred to in section 9(2)(f)
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signed by the producer of the power steer-
ing hose assembly, the light-duty vehicle
producer may use the formula set out in
section 9(2)(f) to calculate the value of
non-originating materials with respect to
that acquired material: in this situation,
assuming the regional value content is 55
per cent, the value of non-originating ma-
terials would be $4.50; and because the cost
of transportation from the location of the
producer of the power steering hose assem-
bly to the location of the light-duty vehi-
cle producer is included in the purchase
price and not separately identified, it may
not be deducted from the purchase price,
because the formula referred to in section
9(2)(f) does not allow for the deduction of
transportation costs that would otherwise
not be non-originating;
(4) if the light-duty vehicle producer has a
statement referred to in section 9(2)(g)
signed by the producer of the power steer-
ing hose assembly, the light-duty vehicle
producer may use the formula set out in
section 9(2)(g) to calculate the value of
non-originating materials with respect to
that acquired material: in this situation,
assuming the regional value-content re-
quirement is 50 per cent, the value of non-
originating materials would be $5; and be-
cause the cost of transportation from the
location of the producer of the power steer-
ing hose assembly to the location of the
light-duty vehicle producer is included in
the purchase price and not separately iden-
tified, it may not be deducted from the
purchase price, because the formula re-
ferred to in section 9(2)(g) does not allow
for the deduction of transportation costs
that would otherwise not be non-origi-
nating; or

() if the light-duty vehicle producer does

not have a statement referred to in any of

sections 9(2)(c) through (h) from the pro-
ducer of the power steering hose assembly,
the light-duty vehicle producer includes in
the value of non-originating materials of
the vehicles the value, determined in ac-
cordance with section 9(2)(i), of the power
steering hose assembly: in this situation,
that amount would be $10, the cost to the
producer of acquiring that material.

Example 10:

A producer of light-duty vehicles located
in City C in the territory of a NAFTA coun-
try imports from outside the territories of
the NAFTA countries rubber hose provided
for in heading 4009, which is listed in Sched-
ule IV, and uses that good as original equip-
ment in the production of a light-duty vehi-
cle.

The rubber hose arrives at City A in the
NAFTA country, but the producer of the
light-duty vehicle does not have title to the
good; it is transported under bond to City B,
and on its arrival in City B, the producer of
the light-duty vehicle takes title to it and
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the good is received in the territory of a
NAFTA country. The good is then trans-
ported to the location of the light-duty vehi-
cle producer in City C.

The customs value of the imported good is
$4, the transportation and other costs re-
ferred to in subparagraph 9(2)(b)(ii) to City A
are $3 and to City B are $2, and the cost of
duties, taxes and other fees referred to in
section 9(4) is $1. The cost of transporting
the good from City B to the location of the
producer in City C is $1. The rubber hose is
traced material.

For purposes of calculating, under section
9(1), the regional value content of the light-
duty vehicle, the value, under section 9(2)(b),
of non-originating materials of that vehicle
is the customs value of the traced material
and, where not included in that value, the
cost of taxes, duties, fees and the cost of
transporting the traced material to the place
where title is taken. In this situation, the
value of non-originating materials would be
the customs value of the traced material, $4,
the cost of duties taxes and other fees, $1,
the cost of transporting the material to City
A, $3, and the cost of transporting that mate-
rial from City A to City B, $2, for a total of
$10. The $1 cost of transporting the good
from City B to the location of the producer
in City C would not be included in the value
of non-originating materials of the light-
duty vehicle because a person of a NAFTA
country has taken title to the traced mate-
rial.

Example 11:

A radiator provided for in subheading
8708.91 is imported from outside the terri-
tories of the NAFTA countries by a producer
of light-duty vehicles and is used in the ter-
ritory of a NAFTA country as original equip-
ment in the production of a light-duty vehi-
cle.

The radiator is transported by ship from
outside the territories of the NAFTA coun-
tries and arrives in the territory of the
NAFTA country at City A. The radiator is
not, however, unloaded at City A and al-
though the radiator is physically present in
the territory of the NAFTA country, it has
not been received in the territory of a
NAFTA country.

The ship sails in territorial waters from
City A to City B and the radiator is unloaded
there. The light-duty vehicle producer files,
from City C in the same country, the entry
for the radiator; the radiator enters the ter-
ritory of the NAFTA country at City B.

Subheading 8708.91 is listed in Schedule IV.
The radiator is a traced material.

For purposes of calculating, under section
9(1), the regional value content of the light-
duty vehicle, the value of the radiator is in-
cluded in the value of non-originating mate-
rials of the light-duty vehicle. The costs of
any freight, insurance, packing and other
costs incurred in transporting the radiator
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to City B are included in the value of non-
originating materials of the light-duty vehi-
cle, including the cost of transporting the ra-
diator from City A to City B. The costs of
any freight, insurance, packing and other
costs that were incurred in transporting the
radiator from City B to the location of the
producer are not included in the value of
non-originating materials of the light-duty
vehicle.

Example 12:

Producer X, located in NAFTA country A,
produces a car seat of subheading No. 9401.20
that is used in the production of a light-duty
vehicle. The only non-originating material
used in the production of the car seat is an
electric motor of subheading No. 8501.20 that
was imported by Producer X from outside
the territories of the NAFTA countries. The
electric motor is a material of a tariff provi-
sion listed in Schedule IV and thus is a
traced material.

Producer X sells the car seat as original
equipment to Producer Y, a light-duty vehi-
cle producer, located in NAFTA country B.
The car seat is an originating good because
the non-originating material in the car seat
(the electric motor) undergoes the applicable
change in tariff classification set out in a
rule that specifies only a change in tariff
classification. Consequently, Producer X
does not choose to calculate the regional
value content of the car seat in accordance
with section 12(1).

For purposes of determining, under section
9(1), the value of non-originating materials
used in the production of the light-duty vehi-
cle that incorporates the car seat, the value
of the electric motor is included even though
the car seat qualifies as an originating mate-
rial.

Producer X provides Producer Y with a
statement described in section 9(2)(c), with
the value of non-originating material used in
the production of the car seat determined in
accordance with section 12(3), as is permitted
by section 9(8). Producer Y uses that value as
the value of non-originating materials used
in the production of the light-duty vehicle
with respect to the car seat.

Example 13:

This example has the same facts as in Ex-
ample 12, except that the car seat does not
qualify as an originating good under the rule
that specifies only a change in tariff classi-
fication. Instead, it qualifies as an origi-
nating good under a rule that specifies a re-
gional value-content requirement and a
change in tariff classification. For purposes
of that rule, Producer X chose to calculate
the regional value content of the car seat in
accordance with section 12(1) over a period
set out in section 12(5)(a) and using a cat-
egory set out in section 12(4)(a).

For purposes of the statement described in
section 9(2)(c), Producer X determined, as is
permitted under section 9(8), the value of
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non-originating material used in the produc-
tion of the car seat in accordance with sec-
tion 12(3) over a period set out in section
12(5)(a) and using a category set out in sec-
tion 12(4)(e).

SECTION 10. HEAVY-DUTY AUTOMOTIVE
GOODS

DETERMINING VNM FOR THE CALCULATION OF
THE RVC FOR HEAVY-DUTY AUTOMOTIVE GOODS

(1) Except as otherwise provided in sub-
sections (3) through (8) and section 12(10)(a),
for purposes of calculating the regional
value content of a heavy-duty automotive
good under the net cost method, the value of
non-originating materials used by the pro-
ducer of the good in the production of the
good shall be the sum of
(a) for each listed material that is a non-
originating material, is a self-produced
material and is used by the producer in the
production of the good, at the choice of the
producer, either
(i) the total cost incurred with respect to
all goods produced by the producer that
can be reasonably allocated to that listed
material in accordance with Schedule
VII,
(ii) the aggregate of each cost that forms
part of the total cost incurred with re-
spect to that listed material that can be
reasonably allocated to that listed mate-
rial in accordance with Schedule VII, or
(iii) the sum of
(A) the customs value of each non-orig-
inating material imported by the pro-
ducer and used in the production of the
listed material, and, where not in-
cluded in that customs value, the costs
referred to in subsections (2)(c) through
(f), and
(B) the value of each non-originating
material that is not imported by the
producer of the listed material and is
used in the production of the listed ma-
terial, determined in accordance with
subsection (2) with respect to the
transaction in which the producer of
the listed material acquired it;
(b) for each listed material that is a non-
originating material, is produced in the
territory of a NAFTA country and is ac-
quired and used by the producer in the pro-
duction of the good, at the choice of the
producer, either
(i) the value of that non-originating list-
ed material, determined in accordance
with subsection (2), with respect to the
transaction in which the producer ac-
quired the listed material, or
(ii) where the producer of the good has a
statement described in clause (A) or (B)
with respect to each material that is a
non-originating material used in the pro-
duction of that listed material, the sum
of
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(A) the customs value of each non-orig-
inating material imported by the pro-
ducer of the listed material and used in
the production of that listed material,
and, where not included in that cus-
toms value, the costs referred to in
subsections (2)(c) through (f), if the
producer of the good has a statement
signed by the producer of the listed
material that states the customs value
of that non-originating material and
the costs referred to in subsections
(2)(¢) through (f) that the producer of
the listed material incurred with re-
spect to the non-originating material,
and
(B) the value of each non-originating
material that is not imported by the
producer of the listed material, and is
acquired and used in the production of
the listed material, determined in ac-
cordance with subsection (2) with re-
spect to the transaction in which the
producer of the listed material ac-
quired that non-originating material, if
the producer of the good has a state-
ment signed by the producer of the list-
ed material that states the value of the
acquired material, determined in ac-
cordance with subsection (2) with re-
spect to the transaction in which the
producer of the listed material ac-
quired the non-originating material;
(c) for each listed material, automotive
component assembly, automotive compo-
nent or sub-component that is imported
from outside the territories of the NAFTA
countries, and is used by the producer in
the production of the good,
(i) where it is imported by the producer,
the customs value of that non-origi-
nating listed material, automotive com-
ponent assembly, automotive component
or sub-component, and, where not in-
cluded in that customs value, the costs
referred to in subsections (2)(c) through
(f), and
(ii) where it is not imported by the pro-
ducer, the value of that non-originating
listed material, automotive component
assembly, automotive component or sub-
component, determined in accordance
with subsection (2) with respect to the
transaction in which the producer ac-
quired it;
(d) for each automotive component assem-
bly, automotive component or sub-compo-
nent that is an originating material and is
acquired and used by the producer in the
production of the good, at the choice of the
producer,
(i) the sum of
(A) the value of each non-originating
listed material used in the production
of the originating material, determined
under paragraphs (a) and (b),
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(B) the value of each non-originating
material incorporated into the origi-
nating material, determined under
paragraph (c),
(C) the value of each non-originating
listed material used in the production
of a material referred to in paragraph
(e) that is used in the production of the
originating material, determined under
paragraphs (a) and (b), and
(D) where the value of a non-origi-
nating listed material referred to in
clause (C), and used in the production
of a non-originating automotive com-
ponent assembly, automotive compo-
nent or sub-component that is used in
the production of the originating mate-
rial, is not included under clause (C),
the value of that automotive compo-
nent assembly, automotive component
or sub-component, determined under
paragraph (e)(ii),
if the producer has a statement, signed
by the person from whom the originating
material was acquired, that states the
sum of the values, as determined by the
producer of the originating material
under paragraphs (a), (b), (¢) and (e) of
each non-originating material referred to
in any of clauses (A) through (D) that is
incorporated into that originating mate-
rial;
(ii) an amount equal to the number re-
sulting from applying the following for-
mula:

VM x(1 — RVC)

where
VM is the value of the acquired mate-
rial, determined in accordance with
subsection (2), with respect to the
transaction in which the producer of
the good acquired that material, and
RVC is the regional value content of
the acquired material, expressed as a
decimal,
if the material is subject to a regional
value-content requirement and the pro-
ducer has a statement, signed by the per-
son from whom the producer acquired
that material, that states that the ac-
quired material is an originating mate-
rial and states the regional value content
of the material,
(iii) an amount equal to the number re-
sulting from applying the following for-
mula:

VM x (1 — RVCR)

where
VM is the value of the acquired mate-
rial, determined in accordance with
subsection (2), with respect to the
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RVCR is the regional value-content re-
quirement for the acquired material,
expressed as a decimal,
if the material is subject to a regional
value-content requirement and the pro-
ducer has a statement, signed by the per-
son from whom the producer acquired
that material, that states that the ac-
quired material is an originating mate-
rial but does not state the value of non-
originating materials with respect to
that acquired material; or
(iv) the value of that automotive compo-
nent assembly, automotive component or
sub-component determined in accordance
with subsection (2) with respect to the
transaction in which the producer ac-
quired the material;
(e) for each automotive component assem-
bly, automotive component or sub-compo-
nent that is a non-originating material
produced in the territory of a NAFTA
country and that is acquired by the pro-
ducer and used by the producer in the pro-
duction of the good, at the choice of the
producer, either
(i) the sum of the values of the non-origi-
nating materials incorporated into that
non-originating material that is acquired
by the producer, determined under para-
graphs (a), (b), (c), (d) and (f), if the pro-
ducer has a statement, signed by the per-
son from whom the non-originating ma-
terial was acquired, that states the sum
of the values of the non-originating ma-
terials incorporated into that non-origi-
nating material, determined by the pro-
ducer of the non-originating material in
accordance with paragraphs (a), (b), (c),
(d) and (f), or
(ii) the value of that non-originating
automotive component assembly, auto-
motive component or sub-component, de-
termined in accordance with subsection
(2) with respect to the transaction in
which the producer acquired the mate-
rial; and
(f) for each non-originating material that
is not referred to in paragraph (a), (b), (c)
or (e) and that is used by the producer in
the production of the good,
(i) where it is imported by the producer,
the customs value of that non-origi-
nating material, and, where not included
in that customs value, the costs referred
to in subsections (2)(c) through (f), and
(ii) where it is not imported by the pro-
ducer, the value of that non-originating
material, determined in accordance with
subsection (2) with respect to the trans-
action in which the producer acquired
the material.

APPLICATION OF SCHEDULE VIII TO DETERMINE

VNM; ADDITIONAL COSTS TO BE INCLUDED

transaction in which the producer of
the good acquired that material, and

(2) For purposes of subsection (1)(a)(ii)(B),
subsection (1)(b)(i), subsection (1)(b)(ii)(B),

453



Pt. 181, App.

subsections (1)(c)(ii), (1)(d)(ii) through (iv),

(1)(e)(ii) and subsection (1)(f)(ii), the value of

a material
(a) shall be the transaction value of the
material, determined in accordance with
section 2(1) of Schedule VIII with respect
to the transaction referred to in that
clause, subparagraph or paragraph, or
(b) where, with respect to the transaction
referred to in that clause, subparagraph, or
paragraph, there is no transaction value
for the material under section 2(2) of
Schedule VIII or the transaction value of
the material is unacceptable under section
2(3) of that Schedule, shall be determined
in accordance with sections 6 through 11 of
that Schedule,

and shall include the following costs where

they are not included under paragraph (a) or

(b):
(c) the costs of freight, insurance and pack-
ing, and all other costs incurred in trans-
porting the material to the location of the
producer,
(d) duties and taxes paid or payable with
respect to the material in the territory of
one or more of the NAFTA countries, other
than duties and taxes that are waived, re-
funded, refundable or otherwise recover-
able, including credit against duty or tax
paid or payable,
(e) customs brokerage fees, including the
cost of in-house customs brokerage and
customs clearance services, incurred with
respect to the material in the territory of
one or more of the NAFTA countries, and
(f) the cost of waste and spoilage resulting
from the use of the material in the produc-
tion of the good, minus the value of any re-
usable scrap or by-product.

VALUE OF IMPORTED MATERIAL IF CUSTOMS
VALUE IS NOT IN ACCORDANCE WITH SCHED-
ULE VIII

(3) For purposes of subsections (1)(a)(ii)(A)
and (b)(ii)(A) and subsections (1)(c)(i) and
(f)(i), where the customs value of an im-
ported material referred to in those clauses
or paragraphs was not determined in a man-
ner consistent with Schedule VIII, the value
of the material shall be determined in ac-
cordance with Schedule VIII with respect to
the importation for which that customs
value was determined and, where the costs
referred to in sections (2)(c) through (f) are
not included in that value, those costs shall
be added to the value of the material.

OPTION TO USE SECTION 9 TRACING RULES IN
CERTAIN CIRCUMSTANCES

(4) For purposes of calculating the regional
value content of a heavy-duty component,
where
(a) a heavy-duty component is produced in
the same plant as an automotive compo-
nent assembly or automotive component
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that is of the same heading or subheading
as that heavy-duty component and is for
use as original equipment in a light-duty
vehicle, and
(b) it is not reasonable for the producer to
know which of the production will con-
stitute a heavy-duty component for use in
a heavy-duty vehicle,
the value of the non-originating materials
used in the production of the heavy-duty
component in that plant may, at the choice
of the producer, be determined in the manner
set out in section 9.
(5) For purposes of calculating the regional
value content of a heavy-duty vehicle, where
a producer of such a vehicle acquires, for use
by that producer in the production of the ve-
hicle, a heavy-duty component with respect
to which the value of non-originating mate-
rials has been determined in accordance with
subsection (4), the value of the non-origi-
nating materials used by the producer with
respect to that heavy-duty component is the
value of non-originating materials deter-
mined under that subsection.

VNM MAY BE REDETERMINED FOR CERTAIN
ACQUIRED MATERIALS

(6) Where it is determined, during the course
of a verification of origin of a heavy-duty
automotive good with respect to which the
producer of that good has a statement re-
ferred to in subsection (1)(d)(ii) or (iii) that
the acquired material referred to in that
statement is not an originating material, the
value of the acquired material shall, for pur-
poses of subsection (1), be determined in ac-
cordance with subsection (2) with respect to
the transaction in which that producer ac-
quired it.

EFFECT ON VALUE OF TRACED MATERIAL IF
VALUE ON A STATEMENT CANNOT BE VERIFIED

(7) Where any person who has information
with respect to a statement referred to in
subsection (1)(b)(ii), (d)(i) or (e)(i) does not
allow a customs administration to verify
that information during a verification of ori-
gin, the value of any material with respect
to which that person did not allow the cus-
toms administration to verify the informa-
tion may be determined by that customs ad-
ministration in accordance with subsection
(2) with respect to the transaction in which
that person sells, or otherwise transfers to
another person, that material or a material
that incorporates that material.

USE OF VALUE OF VNM AS DETERMINED UNDER
SECTION 12(3) FOR TRACED MATERIAL INCOR-
PORATED INTO ANOTHER MATERIAL

(8) Where a heavy-duty component, sub-com-
ponent or listed material is incorporated
into a material produced in the territory of
a NAFTA country and that material is incor-
porated into a heavy-duty automotive good,
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the statement referred to in subsection
(1)(b)(i), (d){@) or (e)(i) may state the value
of non-originating materials, determined in
accordance with section 12(3), with respect to
the material that incorporates the heavy-
duty component, sub-component or listed
material.

INTERPRETATIONS AND CLARIFICATIONS FOR
PROVISIONS APPLICABLE TO RULES FOR DE-
TERMINING VNM FOR HEAVY-DUTY AUTO-
MOTIVE GOODS

(9) For purposes of this section,
(a) for purposes of calculating the regional
value content of a heavy-duty automotive
good, sub-component or listed material, a
producer of such a good may, in accordance
with section 7(4), designate as an inter-
mediate material any self-produced mate-
rial, other than a heavy-duty component
or sub-component, that is used in the pro-
duction of that good;
(b) except as otherwise provided in section
12(10), this section does not apply with re-
spect to after-market parts;
(c) this section does not apply to a sub-
component for purposes of calculating its
regional value content before it is incor-
porated into a heavy-duty automotive
good;
(d) for purposes of calculating the regional
value content of a heavy-duty automotive
good, the producer of that good may
choose to treat any material used in the
production of that good as a non-origi-
nating material, and the value of that ma-
terial shall be determined in accordance
with subsection (2) with respect to the
transaction in which the producer acquired
it;
(e) any information set out in a statement
referred to in subsections (1)(b)(ii), (d)(i)
through (iii) or (e)(i) that concerns the
value of materials or costs shall be in the
same currency as the currency of the coun-
try in which the person who provided the
statement is located; and
(f) total cost under subsections (1)(a)(i) and
(ii) consists of the costs referred to section
2(6), and is calculated in accordance with
that section and section 2(7).

EXAMPLES OF APPLICATION OF RULES FOR DE-
TERMINING VNM FOR HEAVY-DUTY AUTO-
MOTIVE GOODS

(10) Each of the following examples is an
‘“Example’’ as referred to in section 2(4).
Example 1: A listed material is imported from
outside the territories of the NAFTA coun-
tries

A cast head, produced outside the terri-
tories of the NAFTA countries, is imported
into the territory of a NAFTA country and
used in that country in the production of an
engine that will be used as original equip-

ment in the production of a heavy-duty vehi-
cle. No other non-originating materials are
used in the production of the engine. The
cast head is a listed material; the engine is
an automotive component.

Situation 1: Use of the listed material in an
automotive component

For purposes of calculating the regional
value content of the engine, the value of list-
ed materials imported from outside the ter-
ritories of the NAFTA countries is included
in the value of non-originating materials
used in the production of the engine. Because
the cast head was produced outside the terri-
tories of the NAFTA countries, its value,
under section 10(1)(c), is included in the
value of non-originating materials used in
the production of the engine.

Situation 2: Use of an originating auto-
motive component incorporating the listed
material

The engine is an originating material ac-
quired by the producer of the heavy-duty ve-
hicle. For purposes of calculating the re-
gional value content of the heavy-duty vehi-
cle that incorporates that engine (and incor-
porates the cast head), the value of non-orig-
inating materials used in the production of
the heavy-duty vehicle is determined under
section 10(1)(d) with respect to that engine.
The producer may choose to include in the
value of non-originating materials of the
heavy-duty vehicle

(a) the value, determined under section
10(1)(d)(i), of the non-originating materials
that are incorporated into the engine,
which is the value, determined under sec-
tions 10(1) (a) through (c) and paragraph
(e)(ii), of the non-originating materials;
(b) the value, determined under section
10(1)(d)(ii), which is an amount equal to the
amount determined under section
10(1)(d)(iv) multiplied by the remainder of
one minus the regional value content, ex-
pressed as a decimal, of the engine;
(c) the value, determined under section
10(1)(d)(iii), which is an amount equal to
the amount determined under section
10(1)(d)(iv) multiplied by the remainder of
one minus the regional value-content re-
quirement, expressed as a decimal, for the
engine; or

(d) the value, determined under section

10(1)(d)(iv), of the engine.

The heavy-duty vehicle producer may only
choose the first option if that producer has a
statement, referred to in section 10(1)(d)(i),
from the person from whom the engine was
acquired. In this situation, the value, deter-
mined under section 10(1)(c), of the cast
head, is included in the value of non-origi-
nating materials of the heavy-duty vehicle,
with respect to the engine that is used in the
production of the heavy-duty vehicle.

The heavy-duty vehicle producer may only
choose the second option if that producer has
a statement, referred to in section
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10(1)(d)(ii), from the person from whom the
engine was acquired. In this situation, be-
cause of the application of the equation, the
value of the cast head will be included in the
amount determined under section 10(1)(d)(ii)
and is, consequently, included in the value of
non-originating materials used in the pro-
duction of the heavy-duty vehicle.

The heavy-duty vehicle producer may only
choose the third option if that producer has
a statement, referred to in section
10(1)(d)(dii), from the person from whom the
engine was acquired. In this situation, be-
cause of the application of the equation, the
value of the cast head will be included in the
amount determined under section 10(1)(d)(iii)
and is, consequently, included in the value of
non-originating materials used in the pro-
duction of the heavy-duty vehicle.

Situation 3: Use of a non-originating auto-
motive component incorporating the listed
material

The engine is a non-originating material
acquired by the producer of the heavy-duty
vehicle. For purposes of calculating the re-
gional value content of the heavy-duty vehi-
cle that incorporates that engine (and incor-
porates the cast head), the value of non-orig-
inating materials used in the production of
the heavy-duty vehicle is determined under
section 10(1)(e) with respect to that engine.
The producer of the heavy-duty vehicle may
choose to include in the value of non-origi-
nating materials either

(a) the value, as determined under section

10(1)(e)(i), of the non-originating materials

that are incorporated into the engine,
which is the value of the non-originating
materials as determined under sections

10(1)(a) through (d) and (f), or

(b) the value of the engine, determined

under section 10(1)(e)(ii).

The heavy-duty vehicle producer may only
choose the first option if that producer has a
statement, referred to in section 10(1)(e)(i),
from the person from whom the engine was
acquired. In this situation, the value of the
cast head, as determined under section
10(1)(c), is included in the value of non-origi-
nating materials used in the production of
the heavy-duty vehicle, with respect to the
engine that is used in the production of the
heavy-duty vehicle.

Example 2: A material is imported from out-
side the territories of the NAFTA countries

A rocker arm assembly, produced outside
the territories of the NAFTA countries, is
imported into the territory of a NAFTA
country and used in that country in the pro-
duction of an engine that will be used as
original equipment in the production of a
heavy-duty vehicle. No other non-originating
materials are used in the production of the
engine. The rocker arm assembly is neither a
listed material nor a sub-component; the en-
gine is an automotive component.
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Situation 1: Use of the material in an auto-
motive component

For purposes of calculating the regional
value content of the engine, the value of
non-originating materials that are not listed
materials is included in the value of non-
originating materials used in the production
of the engine. Because the rocker arm assem-
bly was produced outside the territories of
the NAFTA countries, it is a non-originating
material and its value, under section 10(1)(f),
is included in the value of non-originating
materials used in the production of the en-
gine.

Situation 2: Use of an originating auto-
motive component incorporating the mate-
rial

The engine is an originating material ac-
quired by the producer of the heavy-duty ve-
hicle. For purposes of calculating the re-
gional value content of the heavy-duty vehi-
cle that incorporates that engine (and incor-
porates the rocker arm assembly), the value
of non-originating materials used in the pro-
duction of the heavy-duty vehicle is deter-
mined under section 10(1)(d) with respect to
that engine. The producer may choose to in-
clude in the value of non-originating mate-
rials of the heavy-duty vehicle

(a) the value, determined under section
10(1)(d)(i), of the non-originating materials
that are incorporated into the engine,
which is the value, determined under sec-
tions 10(1) (a) through (c) and paragraph
(e)(ii), of the non-originating materials;
(b) the value, determined under section
10(1)(d)(ii), which is an amount equal to the
amount determined under section
10(1)(d)(iv) multiplied by the remainder of
one minus the regional value content, ex-
pressed as a decimal, of the engine;
(c) the value, determined under section
10(1)(d)(iii), which is an amount equal to
the amount determined under section
10(1)(d)(iv) multiplied by the remainder of
one minus the regional value-content re-
quirement, expressed as a decimal, for the
engine; or

(d) the value, determined under section

10(1)(d)(iv), of the engine.

The heavy-duty vehicle producer may only
choose the first option if that producer has a
statement, referred to in section 10(1)(d)(i),
from the person from whom the engine was
acquired. In this situation, the value of the
rocker arm assembly, as determined under
section 10(1)(f), is not included in the value
of non-originating materials of the heavy-
duty vehicle, with respect to the engine that
is used in the production of the heavy-duty
vehicle.

The heavy-duty vehicle producer may only
choose the second option if that producer has
a statement, referred to in section
10(1)(d)(ii), from the person from whom the
engine was acquired. In this situation, be-
cause of the application of the equation, the
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value of the rocker arm assembly will be in-
cluded in the amount determined under sec-
tion 10(1)(d)(ii) and will, consequently, be in-
cluded in the value of non-originating mate-
rials used in the production of the heavy-
duty vehicle.

The heavy-duty vehicle producer may only
choose the third option if that producer has
a statement, referred to in section
10(1)(d)(iii), from the person from whom the
engine was acquired. In this situation, be-
cause of the application of the equation, the
value of the rocker arm assembly will be in-
cluded in the amount determined under sec-
tion 10(1)(d)(iii) and will, consequently, be
included in the value of non-originating ma-
terials used in the production of the heavy-
duty vehicle.

Situation 3: Use of a non-originating auto-
motive component incorporating the mate-
rial

The engine is a non-originating material
acquired by the producer of the heavy-duty
vehicle. For purposes of calculating the re-
gional value content of the heavy-duty vehi-
cle that incorporates that engine (and incor-
porates the rocker arm assembly), the value
of non-originating materials used in the pro-
duction of the heavy-duty vehicle is deter-
mined under section 10(1)(e) with respect to
that engine. The producer of the heavy-duty
vehicle may choose to include in the value of
non-originating materials either

(a) the value, as determined under section

10(1)(e)(i), of the non-originating materials

that are incorporated into the engine,
which is the value of the non-originating
materials as determined under sections

10(1) (a) through (d) and (f), or

(b) the value of the engine, determined

under section 10(1)(e)(ii).

The heavy-duty vehicle producer may only
choose the first option if that producer has a
statement, referred to in section 10(1)(e)(i),
from the person from whom the engine was
acquired. In this situation, the value of the
rocker arm assembly, as determined under
section 10(1)(f), is included in the value of
non-originating materials used in the pro-
duction of the heavy-duty vehicle, with re-
spect to the engine that is used in the pro-
duction of the heavy-duty vehicle.

Situation 4: Use of the material in a self-
produced automotive component

If the engine is a self-produced material
rather than an acquired material, the heavy-
duty vehicle producer is using the rocker
arm assembly in the production of the
heavy-duty vehicle rather than in the pro-
duction of the engine, because, under section
7(4), the engine cannot be designated as an
intermediate material. For purposes of cal-
culating the regional value content of the
heavy-duty vehicle, the value, under section
10(1)(f), of the rocker arm assembly is in-
cluded in the value of non-originating mate-
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rials used in the production of the heavy-
duty vehicle.

Example 3: An automotive component is im-
ported from outside the territories of the
NAFTA countries

A transmission, produced outside the terri-
tories of the NAFTA countries, is imported
into the territory of a NAFTA country and
used in that country as original equipment
in the production of a heavy-duty vehicle.
The transmission is an automotive compo-
nent.

Situation: Use of the automotive compo-
nent

For purposes of calculating the regional
value content of the heavy-duty vehicle in
which the transmission is used, the value of
the transmission is included in the value of
the non-originating materials under section
10(1)(c), regardless of whether the producer
imported the transmission or acquired it
from someone else in the territory of a
NAFTA country.

Example 4: An automotive component is im-
ported from outside the territories of the
NAFTA countries

A transmission, produced outside the terri-
tories of the NAFTA countries, is imported
into the territory of a NAFTA country and
combined with an engine to produce an en-
gine-transmission assembly that will be used
as original equipment in the production of a
heavy-duty vehicle. The transmission is an
automotive component; the engine-trans-
mission assembly is an automotive compo-
nent assembly.

Situation: Use of the automotive compo-
nent assembly

The automotive component assembly is ac-
quired by a producer who uses it in the pro-
duction of a heavy-duty vehicle. If the auto-
motive component assembly that incor-
porates the imported transmission is an orig-
inating material, the value of non-origi-
nating materials used in the production of
the automotive component assembly is de-
termined, at the choice of the producer,
under any of section 10(1)(d) (i), (ii), (iii) and
(iv). (See example 1 for more detailed expla-
nations of these provisions.) If the auto-
motive component assembly that incor-
porates the imported transmission is a non-
originating material, the value of non-origi-
nating materials used in the production of
the automotive component assembly is de-
termined, at the choice of the producer,
under section 10(1)(e) (i) or (ii). (See example
1 for more detailed explanations of these pro-
visions.)

Regardless of whether the automotive
component assembly is an originating mate-
rial or a non-originating material, the value
of the automotive component that was im-
ported from outside the territories of the
NAFTA countries is included in the value of
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non-originating materials used in the pro-
duction of the heavy-duty vehicle. The trans-
mission is a non-originating material, and,
for purposes of calculating the regional
value content of an automotive component
assembly or heavy-duty vehicle that incor-
porates that transmission, the value of the
transmission is included in the value of non-
originating materials used in the production
of the automotive component assembly or
heavy-duty vehicle that incorporates it.

Example 5: A material is imported from out-
side the territories of the NAFTA countries

An aluminum ingot, produced outside the
territories of the NAFTA countries, is im-
ported into the territory of a NAFTA coun-
try and used in that country in the produc-
tion of cast block that will be used in an en-
gine that will be used as original equipment
in the production of a heavy-duty vehicle.
The aluminum ingot is not a listed material;
the cast block is a listed material; the en-
gine is an automotive component.

Situation 1: Use of the material in an inter-
mediate material that is a listed material

The engine producer designates the cast
block as an intermediate material under sec-
tion 7(4). For purposes of determining the or-
igin of that cast block, because the alu-
minum ingot is classified under a different
heading than the cast block, the cast block
satisfies the applicable change in tariff clas-
sification and is an originating material.

Situation 2: Use of the listed material in-
corporating the material

For purposes of calculating the regional
value content of the engine that incor-
porates that cast block (and thus incor-
porates the aluminum ingot), the value of
non-originating materials is determined
under section 10(1). Because none of sections
10(1) (a) through (f) require that a listed ma-
terial that is an originating material be in-
cluded in the value of non-originating mate-
rials used in the production of a good, the
value of the cast block is not included in the
value of non-originating materials used in
the production of the engine or in the value
of non-originating materials used in the pro-
duction of an automotive component assem-
bly or heavy-duty vehicle that incorporates
the engine.

Because section 10(1)(d) does not refer to a
listed material that is an originating mate-
rial, the value of the non-originating alu-
minum ingot used in the production of the
originating cast block is not included in the
value of non-originating materials used in
the production of any good or material that
incorporates the originating cast block.
Example 6: A non-originating listed material
is used to produce a sub-component that is
used to produce another sub-component

A crankshaft, produced in the territory of
NAFTA country A from a forging imported
from outside the territories of the NAFTA
countries, is a non-originating material. The
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crankshaft is sold to another producer, lo-
cated in the same country, who uses it to
produce an originating block assembly. That
block assembly is sold to another producer,
also located in the same country, who uses it
to produce a finished block. The finished
block is sold to a producer of engines, who is
located in NAFTA country B, for use in the
production of a heavy-duty vehicle. The
crankshaft is a listed material; the block as-
sembly is a sub-component, as is the finished
block.

Situation 1: Calculating the regional value
content of the finished block

A sub-component is not a heavy-duty auto-
motive good. As referred to in section
10(9)(c), for purposes of calculating the re-
gional value content of the sub-component
before it is incorporated into a heavy-duty
automotive good, such as when the sub-com-
ponent is exported from the territory of one
NAFTA country to the territory of another
NAFTA country, the value of non-origi-
nating materials of the sub-component in-
cludes only the value of non-originating ma-
terials used in the production of that sub-
component. Because the block assembly is
an originating material, its value is not in-
cluded in the value of non-originating mate-
rials of the finished block, nor is the value of
the non-originating crankshaft included in
the value of non-originating materials used
in the production of the finished block be-
cause the crankshaft was used in the produc-
tion of the block assembly and was not used
in the production of the finished block.

Situation 2: Calculating the regional value
content of the component that incorporates
the finished block

For purposes of calculating the regional
value content of the heavy-duty vehicle that
incorporates a sub-component, the value of
non-originating materials used in the pro-
duction of the sub-component is determined
under section 10(1) (d) or (e) with respect to
that sub-component. In this situation, the
value, under section 10(1)(b), of the non-origi-
nating crankshaft is included in the value of
non-originating materials used in the pro-
duction of the engine. (See examples 1 and 2
for more detailed explanations of sections
10(1) (d) and (e).)
Example 7: A non-listed material is imported
from outside the territories of the NAFTA
countries and is used in the production of an-
other non-listed material

A bumper part, produced outside the terri-
tories of the NAFTA countries, is imported
into the territory of a NAFTA country and is
used in the production of a bumper. The
bumper is used in the territory of a NAFTA
country as original equipment in the produc-
tion of a heavy-duty vehicle. Neither a
bumper part nor a bumper is a listed mate-
rial, sub-component, automotive component
or automotive component assembly.
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Situation 1: The non-listed material is an
originating material

The bumper is an originating material. For
purposes of calculating the regional value
content of the heavy-duty vehicle, neither
the value of the imported bumper part nor
the value of the bumper is included in the
value of the non-originating materials.

Situation 2: The non-listed material is a
non-originating material

The bumper is a non-originating material.
For purposes of calculating the regional
value content of the heavy-duty vehicle, the
value of non-originating materials used in
the production of the heavy-duty vehicle is
determined under section 10(1)(f) with re-
spect to the bumper. In this situation, the
value of the bumper is included in the value
of non-originating materials of the heavy-
duty vehicle. Because a bumper is not a list-
ed material, the producer of the heavy-duty
vehicle does not have the option, under sec-
tion 10(1)(b)(ii), to include only the value of
the imported bumper part in the value of
non-originating materials used in the pro-
duction of the heavy-duty vehicle.

Example 8:

Situation: Transhipment of a listed mate-
rial

A producer, located in the territory of a
NAFTA country, produces, in that country, a
cast head that is an originating good. The
producer exports the cast head to outside the
territories of the NAFTA territories, where
valves, springs, valve lifters, a camshaft and
gears are added to it to create a cast head as-
sembly. An engine producer, located in the
territory of a NAFTA country, imports the
cast head assembly into that country and
uses it in the production of an engine that
will be used as original equipment in the pro-
duction of a heavy-duty vehicle. A cast head
is a listed material; a cast head assembly is
a sub-component.

For purposes of calculating the regional
value content of the engine, the value of the
imported cast head assembly is included in
the value of non-originating materials under
section 10(1)(c). The value of the cast head
cannot be deducted from the value deter-
mined under section 10(1)(c). Although the
cast head was once an originating good,
under section 18 when further production
was performed with respect to the cast head
outside the territories of the NAFTA coun-
tries, it was no longer an originating good.
Example 9: A material is imported from out-
side the territories of the NAFTA countries
and a heavy-duty vehicle producer self-pro-
duces a non-originating listed material

A material, produced outside the terri-
tories of the NAFTA countries, is imported
into the territory of a NAFTA country and
used in that country in the production of a
water pump that will be used as original
equipment by the same producer in the pro-
duction of a heavy-duty vehicle. Although
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the producer, under section 7(4), designates
the water pump as an intermediate material
it is a non-originating material because it
fails to satisfy the regional value-content re-
quirement. A water pump is a listed mate-
rial.

For purposes of calculating the regional
value content of the heavy-duty vehicle, the
value of non-originating materials includes,
at the choice of the producer, either the
total cost, determined under section
10(1)(a)(i), of the water pump or the value,
determined under section 10(1)(a)(iii)(A), of
the material imported from outside the ter-
ritories of the NAFTA countries.

Example 10: A material is acquired and used
to produce a non-originating listed material

A material, produced outside the terri-
tories of the NAFTA countries, is acquired in
the territory of a NAFTA country and is
used in that country in the production of a
water pump that will be used as original
equipment in the production of a heavy-duty
vehicle. The producer of the water pump and
the producer of the heavy-duty vehicle are
separate, unrelated producers, located in the
same country. A water pump is a listed ma-
terial. The producer of the water pump chose
to calculate the regional value content of
the water pump in accordance with section
12(1) over a period set out in section 12(5)(a)
and using a category set out in section
12(4)(b). The water pump is a non-originating
material because it fails to satisfy the re-
gional value-content requirement.

For purposes of calculating the regional
value content of the heavy-duty vehicle, the
value of non-originating materials includes,
at the choice of the producer, either the
value, determined under section 10(1)(b)(i), of
the water pump or, if the producer has a
statement referred to in section
10(1)(b)(ii)(B), the value, determined under
that section, of the material imported from
outside the territories of the NAFTA coun-
tries.

The producer has a statement referred to
in section 10(1)(b)(ii)(B) and chooses to use
the value of non-originating material deter-
mined under that section. The statement
states, as is permitted under section 10(8),
the value of non-originating material used in
the production of the water pump in accord-
ance with section 12(3) over a period set out
in section 12(5)(a) and using a category set
out in section 12(4)(e).

SECTION 11. MOTOR VEHICLE
AVERAGING

NC AND VNM FOR MOTOR VEHICLES MAY BE
AVERAGED OVER PRODUCER’S FISCAL YEAR

(1) For purposes of calculating the regional
value content of light-duty vehicles or
heavy-duty vehicles, the producer of those
motor vehicles may choose that

459



Pt. 181, App.

(a) the sum of the net costs incurred and
the sum of the values of non-originating
materials used by the producer be cal-
culated over the producer’s fiscal year with
respect to the motor vehicles that are in
any one of the categories set out in sub-
section (b) that is chosen by the producer;
and

(b) the sums referred to in paragraph (a) be
used in the calculation referred to in sec-
tion 6(3) as the net cost and the value of
non-originating materials, respectively.

INFORMATION REQUIRED WHEN PRODUCER
CHOOSES TO AVERAGE FOR MOTOR VEHICLES

(2) A choice made under subsection (1) shall
(a) state the category chosen by the pro-
ducer, and

(i) where the category referred to in sub-
section (5)(a) is chosen, state the model
line, model name, class of motor vehicle
and tariff classification of the motor ve-
hicles in that category, and the location
of the plant at which the motor vehicles
are produced,
(ii) where the category referred to in sub-
section (5)(b) is chosen, state the model
name, class of motor vehicle and tariff
classification of the motor vehicles in
that category, and the location of the
plant at which the motor vehicles are
produced, and
(iii) where the category referred to in
subsection (5)(c) is chosen, state the
model line, model name, class of motor
vehicle and tariff classification of the
motor vehicles in that category, and the
locations of the plants at which the
motor vehicles are produced;
(b) state the basis of the calculation de-
scribed in subsection (9);
(c) state the producer’s name and address;
(d) state the period with respect to which
the choice is made, including the starting
and ending dates;
(e) state the estimated regional value con-
tent of motor vehicles in the category on
the basis stated under paragraph (b);
(f) be dated and signed by an authorized of-
ficer of the producer; and
(g) be filed with the customs administra-
tion of each NAFTA country to which ve-
hicles in that category are to be exported
during the period covered by the choice, at
least 10 days before the first day of the pro-
ducer’s fiscal year, or such shorter period
as that customs administration may ac-
cept.

AVERAGING PERIOD

(3) Where the fiscal year of a producer begins
after the date of the entry into force of the
Agreement but before one year after that
date, the producer may choose that the cal-
culation of regional value content referred
to in subsection (1) or (6) be made under that

19 CFR Ch. | (4-1-14 Edition)

subsection over the period beginning on the
date of the entry into force of the Agreement
and ending at the end of that fiscal year, in
which case the choice shall be filed with the
customs administration of each NAFTA
country to which vehicles are to be exported
during the period covered by the choice not
later than 10 days after the entry into force
of the Agreement, or such longer period as
that customs administration may accept.

(4) Where the fiscal year of a producer begins
on the date of the entry into force of the
Agreement, the producer may make the
choice referred to in subsection (1) not later
than 10 days after the entry into force of the
Agreement, or such longer period as the cus-
toms administration referred to in sub-
section (2)(g) may accept.

CATEGORIES OF MOTOR VEHICLES FOR
AVERAGING

(5) The categories referred to in subsection
(1) are the following:
(a) the same model line of motor vehicles
in the same class of motor vehicles pro-
duced in the same plant in the territory of
a NAFTA country;
(b) the same class of motor vehicles pro-
duced in the same plant in the territory of
a NAFTA country; and
(c) the same model line of motor vehicles
produced in the territory of a NAFTA
country.
(6) Where applicable, a producer may choose
that the calculation of the regional value
content of motor vehicles referred to in
Schedule VI be made in accordance with that
schedule.

TIMELY FILING OF CHOICE TO AVERAGE

(7) Subject to section 5(4) of Schedule VI, the
choice referred to in subsection (6) shall be
filed with the customs administration of the
NAFTA country to which vehicles referred
to in that schedule are to be exported, at
least 10 days before the first day of the pro-
ducer’s fiscal year with respect to which that
choice is to apply or such shorter period as
the customs administration may accept.

CHOICE TO AVERAGE CANNOT BE RESCINDED

(8) A choice filed for the period referred to in
subsection (1) or (3) may not be
(a) rescinded; or
(b) modified with respect to the category
or basis of calculation.

AVERAGED NET COST AND VNM INCLUDED IN
CALCULATION OF RVC ON THE BASIS OF PRO-
DUCER’S OPTION TO INCLUDE ALL VEHICLES OF
CATEGORY OR ONLY CERTAIN EXPORTED VEHI-
CLES OF CATEGORY

(9) For purposes of this section, where a pro-
ducer files a choice under subsection (1), (3)
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or (4), including a choice referred to in sec-
tion 13(9), the net cost incurred and the val-
ues of non-originating materials used by the
producer, with respect to
(a) all motor vehicles that fall within the
category chosen by the producer and that
are produced during the fiscal year or, in
the case of a choice filed under subsection
(3), during the period with respect to which
the choice is made, or
(b) those motor vehicles to be exported to
the territory of one or more of the NAFTA
countries that fall within the category
chosen by the producer and that are pro-
duced during the fiscal year or, in the case
of a choice filed under subsection (3), dur-
ing the period with respect to which the
choice is made,
shall be included in the calculation of the re-
gional value content under any of the cat-
egories set out in subsection (5).

YEAR-END ANALYSIS REQUIRED IF AVERAGING
BASED ON ESTIMATED COSTS; OBLIGATION TO
NOTIFY OF CHANGE IN STATUS

(10) Where the producer of a motor vehicle
has calculated the regional value content of
the motor vehicle on the basis of estimated
costs, including standard costs, budgeted
forecasts or other similar estimating proce-
dures, before or during the producer’s fiscal
year, the producer shall conduct an analysis
at the end of the producer’s fiscal year of the
actual costs incurred over the period with re-
spect to the production of the motor vehicle,
and, if the motor vehicle does not satisfy the
regional value content requirement on the
basis of the actual costs, immediately in-
form any person to whom the producer has
provided a Certificate of Origin for the
motor vehicle, or a written statement that
the motor vehicle is an originating good,
that the motor vehicle is a non-originating
good.

(11) The following example is an ‘‘Example’’
as referred to in section 2(4).

Ezxample:

A motor vehicle producer located in
NAFTA country A produces vehicles that
fall within a category set out in section 11(5)
that is chosen by the producer. The motor
vehicles are to be sold in NAFTA countries
A, B and C, as well as in country D, which is
not a NAFTA country. Under section 11(1),
the motor vehicle producer may choose that
the sum of the net costs incurred and the
sum of the values of non-originating mate-
rials used by the producer be calculated over
the producer’s fiscal year. The producer may
state in the choice the basis of the calcula-
tion as described in section 11(9)(a), in which
case the calculation would be on the basis of
all the motor vehicles produced regardless of
where they are destined. Alternatively, the
producer may state in the choice the basis of
the calculation as described in section
11(9)(b). In this case, the producer would also
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need to state that the calculation is on the
basis of
(a) the motor vehicles produced that are
for export to NAFTA countries B and C;
(b) the motor vehicles produced that are
for export to only NAFTA country B; or
(c) the motor vehicles produced that are
for export to only NAFTA country C.
The calculation would be on the basis as
described in the choice.

SECTION 12. AUTOMOTIVE PARTS
AVERAGING

NC AND VNM FOR AUTOMOTIVE PARTS MAY BE
AVERAGED TO DETERMINE RVC OF PARTS

(1) The regional value content of any or all
goods that are of the same tariff provision
listed in Schedule IV, or an automotive com-
ponent assembly, an automotive component,
a sub-component or a listed material, pro-
duced in the same plant, may, where the pro-
ducer of those goods chooses to do so, be cal-
culated by
(a) calculating the sum of the net costs in-
curred and the sum of the values of non-
originating materials used by the producer
of the goods over the period set out in sub-
section (5) that is chosen by the producer
with respect to any or all of those goods in
any one of the categories set out in sub-
section (4) that is chosen by the producer;
and
(b) using the sums referred to in paragraph
(a) in the calculation referred to in section
6(3) as the net cost and the value of non-
originating materials, respectively.
(2) The calculation of the regional value con-
tent made under subsection (1) shall apply
with respect to each unit of the goods in the
category set out in subsection (4) that is cho-
sen by the producer and produced during the
period chosen by the producer under sub-
section (5).

VNM FOR EACH UNIT IN A CATEGORY OF GOODS
FOR WHICH AVERAGING USED

(3) The value of non-originating materials of
each unit of the goods
(a) in the category set out in subsection (4)
chosen by the producer, and
(b) produced during the period chosen by
the producer under subsection (5),
shall be the sum of the values of non-origi-
nating materials referred to in subsection
(1)(a) divided by the number of units of the
goods in that category and produced during
that period.

CATEGORIES OF AUTOMOTIVE PARTS FOR
AVERAGING

(4) The categories referred to in subsection
(1)(a) are the following:
(a) original equipment for use in the pro-
duction of light- duty vehicles;
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(b) original equipment for use in the pro-
duction of heavy-duty vehicles;

(c) after-market parts;

(d) any combination of goods referred to in
paragraphs (a) through (c);

(e) goods that are in a category set out in
any of paragraphs (a) through (d) and are
sold to one or more motor vehicle pro-
ducers; and

(f) goods that are in a category set out in
any of paragraphs (a) through (e) and are
exported to the territory of one or more of
the NAFTA countries.

PERIODS FOR AVERAGING RVC FOR
AUTOMOTIVE PARTS

(5) The period referred to in subsection (1)(a)

is,
(a) with respect to goods referred to in sub-
section (4)(a), (b) or (d), or subsection 4(e)
or (f) where the goods in that category are
in a category referred to in subsection 4(a)
or (b), any month, any consecutive three
month period that is evenly divisible into
the number of months of the producer’s fis-
cal year, or of the fiscal year of the motor
vehicle producer to whom those goods are
sold, remaining at the beginning of that
period, or the fiscal year of that motor ve-
hicle producer to whom those goods are
sold; and
(b) with respect to goods referred to in sub-
section (4)(c), or subsection (4)(e) or (f)
where the goods in that category are in a
category referred to in subsection (4)(c),
any month, any consecutive three month
period that is evenly divisible into the
number of months of the producer’s fiscal
year, or of the fiscal year of the motor ve-
hicle producer to whom those goods are
sold, remaining at the beginning of that
period, or the fiscal year of that producer
or of that motor vehicle producer to whom
those goods are sold.

CHOICE TO AVERAGE MAY NOT BE RESCINDED

(6) A choice made under subsection (1) may
not be rescinded or modified with respect to
the goods or the period with respect to which
the choice is made.
(7) Where a producer of goods chooses a one
or three month period under subsection (5)
with respect to the goods referred to in sub-
section (b)(a), that producer shall be consid-
ered to have chosen under that subsection a
period or periods of the same duration for
(a) the remainder of the fiscal year of the
motor vehicle producer to whom those
goods are sold, where the producer chooses
under subsection (9)(a) the fiscal year of
that motor vehicle producer; and
(b) the remainder of the fiscal year of the
producer of those goods, where the pro-
ducer does not choose under subsection
(9)(a) the fiscal year of the motor vehicle
producer to whom the goods are sold.
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(8) Where a producer of goods chooses a one
or three month period under subsection (5)
with respect to the goods referred to in sub-
section (5)(b), that producer shall be consid-
ered to have chosen under that subsection a
period or periods of the same duration for
the remainder of, at the choice of the pro-
ducer, the producer’s fiscal year or the fiscal
year of the motor vehicle producer to whom
those goods are sold.
(9) Where a producer of goods chooses a one
or three month period under subsection (5)
with respect to the goods, the producer may,
(a) with respect to goods referred to in sub-
section (5)(a), at the end of the fiscal year
of the motor vehicle producer to whom
those goods are sold, choose the fiscal year
of that motor vehicle producer; and
(b) with respect to goods referred to in sub-
section (5)(b), at the end of the producer’s
fiscal year or the fiscal year of the motor
vehicle producer to whom those goods are
sold, as the case may be, choose the pro-
ducer’s fiscal year or the fiscal year of that
motor vehicle producer.

APPLICABLE METHOD FOR AVERAGING VNM
UNDER DIFFERENT CATEGORIES

(10) Where a producer chooses that the re-
gional value content of goods be calculated
in accordance with subsection (1) and the
goods are in any of the categories set out in
subsections (4) (d) through (f), the value of
non-originating materials
(a) shall be determined in the manner set
out in section 9, where any of those goods
are light-duty automotive goods;
(b) shall be determined in the manner set
out in section 10, where any of those goods
are heavy-duty automotive goods but none
of the goods are light-duty automotive
goods; and
(c) shall be determined in the manner set
out in section 7, where none of those goods
are light-duty automotive goods or heavy-
duty automotive goods.

YEAR-END ANALYSIS REQUIRED IF AVERAGING
BASED ON ESTIMATED COSTS; OBLIGATION TO
NOTIFY OF CHANGE IN STATUS

(11) Where the producer of a good has cal-
culated the regional value content of the
good on the basis of estimated costs, includ-
ing standard costs, budgeted forecasts or
other similar estimating procedures, before
or during the period chosen under subsection
(1), the producer shall conduct an analysis,
at the end of the producer’s fiscal year fol-
lowing the end of that period, of the actual
costs incurred over the period with respect
to the production of the good and, if the good
does not satisfy the regional value content
requirement on the basis of the actual costs
during that period, immediately inform any
person to whom the producer has provided a
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Certificate of Origin for the good, or a writ-
ten statement that the good is an origi-
nating good, that the good is a non-origi-
nating good.

SECTION 13. SPECIAL REGIONAL VALUE-
CONTENT REQUIREMENTS

CHANGES IN REGIONAL VALUE CONTENT LEVEL
FOR AUTOMOTIVE GOODS

(1) Notwithstanding the regional value-con-
tent requirement set out in Schedule I, and
except as otherwise provided in subsection
(2), the regional value-content requirement
for a good referred to in paragraph (a) or (b)
is as follows:
(a) for the fiscal year of a producer that be-
gins on the day closest to January 1, 1998
and for the three following fiscal years of
that producer, not less than 56 percent, and
for the fiscal year of a producer that begins
on the day closest to January 1, 2002 and
thereafter, not less than 62.5 percent, in
the case of
(i) a light-duty vehicle, and
(ii) a good provided for in any of headings
8407 and 8408 and subheading 8708.40, that
is for use in a light-duty vehicle; and
(b) for the fiscal year of a producer that be-
gins on the day closest to January 1, 1998
and for the three following fiscal years of
that producer, not less than 55 percent, and
for the fiscal year of a producer that begins
on the day closest to January 1, 2002 and
thereafter, not less than 60 percent, in the
case of
(i) a heavy-duty vehicle,
(ii) a good provided for in any of headings
8407 and 8408 and subheading 8708.40 that
is for use in a heavy-duty vehicle, and
(iii) except in the case of a good referred
to in paragraph (a)(ii) or provided for in
any of subheadings 8482.10 through
8482.80, 8483.20 and 8483.30, a good of a tar-
iff provision listed in Schedule IV that is
subject to a regional value-content re-
quirement and is for use in a light-duty
vehicle or a heavy-duty vehicle.

REGIONAL VALUE CONTENT LEVEL FOR MOTOR
VEHICLES PRODUCED IN A NEW PLANT OR IN A
REFIT PLANT

(2) Notwithstanding the regional value-con-
tent requirement set out in Schedule I, the
regional value-content requirement for a
light-duty vehicle or a heavy-duty vehicle
that is produced in a plant is as follows:
(a) not less than 50 percent for five years
after the date on which the first prototype
of the motor vehicle is produced in the
plant by a motor vehicle assembler, if
(i) the motor vehicle is of a class, marque
or, except in the case of a heavy-duty ve-
hicle, size category and type of
underbody, that was not previously pro-
duced by the motor vehicle assembler in

the territory of any of the NAFTA coun-
tries,
(ii) the plant consists of, or includes, a
new building in which the motor vehicle
is assembled, and
(iii) the value of machinery that was
never previously used for production, and
that is used in the new building or build-
ings for the purposes of the complete
motor vehicle assembly process with re-
spect to that motor vehicle, is at least 90
percent of the value of all machinery
used for purposes of that process; and
(b) not less than 50 percent for two years
after the date on which the first prototype
of the motor vehicle is produced in the
plant by a motor vehicle assembler fol-
lowing a refit of that plant, if the motor
vehicle is of a class, marque or, except in
the case of a heavy-duty vehicle, size cat-
egory and type of underbody, that was not
assembled by the motor vehicle assembler
in the plant before the refit.

VALUE OF MACHINERY IN A NEW PLANT

(3) For purposes of subsection (2)(a)(iii), the

value of machinery shall be
(a) where the machinery was acquired by
the producer of the motor vehicle from an-
other person, the cost of that machinery
that is recorded on the books of the pro-
ducer;
(b) where the machinery was used pre-
viously by the producer of the motor vehi-
cle in the production of another good, the
cost of the machinery that is recorded on
the books of the producer minus accumu-
lated depreciation of that machinery that
is recorded on those books; and
(c) where the machinery was produced by
the producer of the good, the total cost in-
curred with respect to that machinery, cal-
culated on the basis of the costs that are
recorded on the books of the producer.

AVERAGING PERIOD FOR CALCULATION OF RVC
FOR VEHICLES OF NEW PLANT OR REFIT PLANT

(4) For purposes of calculating the regional
value content of a motor vehicle referred to
in subsection (2) that is in any one of the
categories set out in subsection (7) that is
chosen by the producer, the producer may
file with the customs administration of the
NAFTA country into the territory of which
vehicles in that category are to be imported
a choice to calculate the regional value con-
tent of such vehicles by
(a) calculating the sum of the net costs in-
curred and the sum of the values of non-
originating materials used by the producer
with respect to all of such motor vehicles
in the category chosen over
(i) the period beginning on the day on
which the first prototype of the motor
vehicle is produced and ending on the
last day of the producer’s first fiscal year
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that begins on or after the beginning of
the period,
(ii) a fiscal year of the producer that
starts after the period referred to in sub-
paragraph (i) and ends on or before the
end of the period referred to in sub-
section (2)(a) or (b), or
(iii) the period beginning on the first day
of the producer’s fiscal year that begins
before the end of the period referred to in
subsection (2)(a) or (b) and ending at the
end of that period; and
(b) using the sums referred to in paragraph
(a) in the calculation referred to in section
6(3) as the net cost and the value of non-
originating materials, respectively.

INFORMATION REQUIRED ON DOCUMENT FILED
WHEN CHOOSING TO AVERAGE; TIMELY FILING;

(5) A choice made under subsection (4) shall
(a) state the category chosen by the pro-
ducer and

(i) where the category referred to in sub-
section (7)(a) is chosen, the model name,
model line, class of motor vehicle and
tariff classification of the motor vehicles
in that category, and the location of the
plant at which the motor vehicles are
produced, and
(ii) where the category referred to in sub-
section (7)(b) is chosen, state the model
name, class of motor vehicle and tariff
classification of the motor vehicles in
that category, and the plant location at
which the motor vehicles are produced;
(b) state the basis of the calculation de-
scribed in subsection (8);
(c) state the producer’s name and address;
(d) state the period with respect to which
the choice is made, including the starting
and ending dates;
(e) state the estimated regional value con-
tent of motor vehicles in the category on
the basis stated under paragraph (b);
(f) state whether the choice is with respect
to a motor vehicle referred to in subsection
(2)(a) or (b);
(g2) be dated and signed by an authorized of-
ficer of the producer; and
(h) be filed with the customs administra-
tion of each NAFTA country to which ve-
hicles in that category are to be exported
during the period covered by the choice, at
least 10 days before the first day of the pro-
ducer’s fiscal year, or such shorter period
as that customs administration may ac-
cept.

NO RESCISSION OR MODIFICATION PERMITTED

(6) A choice filed for the period referred to in
subsection (4) may not be
(a) rescinded; or
(b) modified with respect to the category
or basis of calculation.
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CATEGORIES OF MOTOR VEHICLES FOR
AVERAGING

(7) The categories referred to in subsection
(4) are the following:
(a) the same model line of motor vehicles
in the same class of motor vehicles pro-
duced in the same plant in the territory of
a NAFTA country; and
(b) the same class of motor vehicles pro-
duced in the same plant in the territory of
a NAFTA country.
(8) For purposes of subsection (4), the net
cost incurred and the values of non-origi-
nating materials used by the producer, with
respect to
(a) all motor vehicles that fall within the
category chosen by the producer and that
are produced during the period with re-
spect to which the choice is made, or
(b) those motor vehicles to be exported to
the territory of one or more of the NAFTA
countries that fall within the category
chosen by the producer and that are pro-
duced during the period with respect to
which the choice is made,
shall be included in the calculation of the re-
gional value content under any of the cat-
egories set out in subsection (7).

PERIOD FOR AVERAGING RVC OF MOTOR
VEHICLES OF NEW OR REFIT PLANT

(9) Where the period referred to in subsection
(4) ends on a day other than the last day of
the producer’s fiscal year, the producer may,
for purposes of section 11, make the choice
referred to in that section with respect to
(a) the period beginning on the day fol-
lowing the end of that period and ending
on the last day of that fiscal year; or
(b) the period beginning on the day fol-
lowing the end of that period and ending
on the last day of the following full fiscal
year.

YEAR-END ANALYSIS REQUIRED IF AVERAGING
BASED ON ESTIMATED COSTS; OBLIGATION TO
NOTIFY OF CHANGE IN STATUS

(10) Where the producer of a motor vehicle
has calculated the regional value content of
the motor vehicle on the basis of estimated
costs, including standard costs, budgeted
forecasts or other similar estimating proce-
dures, before or during the producer’s fiscal
year, the producer shall conduct an analysis
at the end of the producer’s fiscal year of the
actual costs incurred over the period with re-
spect to the production of the motor vehicle,
and, if the motor vehicle does not satisfy the
regional value-content requirement on the
basis of the actual costs, immediately in-
form any person to whom the producer has
provided a Certificate of Origin for the
motor vehicle, or a written statement that
the motor vehicle is an originating good,
that the motor vehicle is a non-originating
good.
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PART VI
GENERAL PROVISIONS
SECTION 14. ACCUMULATION

OPTION TO DETERMINE ORIGIN OF GOOD BY AC-
CUMULATING THE PRODUCTION OF A MATERIAL
WITH PRODUCTION OF THE GOOD IN WHICH THE
MATERIAL IS USED

(1) Subject to subsections (2) and (4), for pur-
poses of determining whether a good is an
originating good, an exporter or producer of
a good may choose to accumulate the pro-
duction, by one or more producers in the ter-
ritory of one or more of the NAFTA coun-
tries, of materials that are incorporated into
that good so that the production of the ma-
terials shall be considered to have been per-
formed by that exporter or producer.

STATEMENT REQUIRED; INFORMATION AS TO NET
COST AND VALUE OF NON-ORIGINATING MATE-
RIALS FROM PRODUCTION OF MATERIAL IF AC-
CUMULATING FOR REGIONAL VALUE CONTENT
REQUIREMENT

(2) Where a good is subject to a regional
value-content requirement and an exporter
or producer of the good has a statement
signed by a producer of a material that is
used in the production of the good that
(a) states the net cost incurred and the
value of non-originating materials used by
the producer of the material in the produc-
tion of that material,
(i) the net cost incurred by the producer
of the good with respect to the material
shall be the net cost incurred by the pro-
ducer of the material plus, where not in-
cluded in the net cost incurred by the
producer of the material, the costs re-
ferred to in sections 7(1)(c) through (e),
and
(ii) the value of non-originating mate-
rials used by the producer of the good
with respect to the material shall be the
value of non-originating materials used
by the producer of the material; or
(b) states any amount, other than an
amount that includes any of the value of
non-originating materials, that is part of
the net cost incurred by the producer of
the material in the production of that ma-
terial,
(i) the net cost incurred by the producer
of the good with respect to the material
shall be the value of the material, deter-
mined in accordance with section 7(1),
and
(ii) the value of non-originating mate-
rials used by the producer of the good
with respect to the material shall be the
value of the material, determined in ac-
cordance with section 7(1), minus the
amount stated in the statement.
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AVERAGING OF COSTS FROM ACCUMULATED
PRODUCTION

(3) Where a good is subject to a regional
value-content requirement and an exporter
or producer of the good does not have a
statement described in subsection (2) but has
a statement signed by a producer of a mate-
rial that is used in the production of the
good that
(a) states the sum of the net costs incurred
and the sum of the values of non-origi-
nating materials used by the producer of
the material in the production of that ma-
terial and identical materials or similar
materials, or any combination thereof,
produced in a single plant by the producer
of the material over a month or any con-
secutive three, six or twelve month period
that falls within the fiscal year of the pro-
ducer of the good, divided by the number of
units of materials with respect to which
the statement is made,
(i) the net cost incurred by the producer
of the good with respect to the material
shall be the sum of the net costs incurred
by the producer of the material with re-
spect to that material and the identical
materials or similar materials, divided
by the number of units of materials with
respect to which the statement is made,
plus, where not included in the net costs
incurred by the producer of the material,
the costs referred to in sections 7(1) (c)
through (e), and
(ii) the value of non-originating mate-
rials used by the producer of the good
with respect to the material shall be the
sum of the values of non-originating ma-
terials used by the producer of the mate-
rial with respect to that material and
the identical materials or similar mate-
rials divided by the number of units of
materials with respect to which the
statement is made; or
(b) states any amount, other than an
amount that includes any of the values of
non-originating materials, that is part of
the sum of the net costs incurred by the
producer of the material in the production
of that material and identical materials or
similar materials, or any combination
thereof, produced in a single plant by the
producer of the material over a month or
any consecutive three, six or twelve month
period that falls within the fiscal year of
the producer of the good, divided by the
number of units of materials with respect
to which the statement is made,
(i) the net cost incurred by the producer
of the good with respect to the material
shall be the value of the material, deter-
mined in accordance with section 7(1),
and
(ii) the value of non-originating mate-
rials used by the producer of the good
with respect to the material shall be the
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value of the material, determined in ac-
cordance with section 7(1), minus the
amount stated in the statement.

ACCUMULATED PRODUCTION CONSIDERED TO BE
PRODUCTION OF A SINGLE PRODUCER

(4) For purposes of section 7(4), where a pro-

ducer of the good chooses to accumulate the

production of materials under subsection (1),

that production shall be considered to be the

production of the producer of the good.

(5) For purposes of this section,

(a) in order to accumulate the production
of a material,

(i) where the good is subject to a regional
value-content requirement, the producer
of the good must have a statement de-
scribed in subsection (2) or (3) that is
signed by the producer of the material,
and
(ii) where an applicable change in tariff
classification is applied to determine
whether the good is an originating good,
the producer of the good must have a
statement signed by the producer of the
material that states the tariff classifica-
tion of all non-originating materials used
by that producer in the production of
that material and that the production of
the material took place entirely in the
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territory of one or more of the NAFTA
countries;
(b) a producer of a good who chooses to ac-
cumulate is not required to accumulate
the production of all materials that are in-
corporated into the good; and
(c) any information set out in a statement
referred to in subsection (2) or (3) that con-
cerns the value of materials or costs shall
be in the same currency as the currency of
the country in which the person who pro-
vided the statement is located.

EXAMPLES OF ACCUMULATION OF PRODUCTION

(6) Each of the following examples is an
‘“‘Example’’ as referred to in section 2(4).
Example 1: section 14(1)

Producer A, located in NAFTA country A,
imports unfinished bearing rings provided for
in subheading 8482.99 into NAFTA country A
from a non-NAFTA territory. Producer A
further processes the unfinished bearing
rings into finished bearing rings, which are
of the same subheading. The finished bearing
rings of Producer A do not satisfy an appli-
cable change in tariff classification and
therefore do not qualify as originating goods.
The net cost of the finished bearing rings
(per unit) is calculated as follows:

Product costs:

Other product costs .

Other costs ........

Excluded costs: (included in period costs) .

Value of originating materials ..... $0.15

Value of non-originating materials 0.75

0.35

Period costs: (including $0.05 in excluded costs) ......... 0.15
0.05

Total cost of the finished bearing rings, per unit ........... $1.45
0.05

Net cost of the finished bearing rings, per unit ............ $1.40

Producer A sells the finished bearing rings
to Producer B who is located in NAFTA
country A for $1.50 each. Producer B further
processes them into bearings, and intends to
export the bearings to NAFTA country B. Al-
though the bearings satisfy the applicable
change in tariff classification, the bearings

are subject to a regional value-content re-
quirement.

Situation A:

Producer B does not choose to accumulate
costs incurred by Producer A with respect to
the bearing rings used in the production of
the bearings. The net cost of the bearings
(per unit) is calculated as follows:

Product costs:

Value of originating materials ..... $0.45

Value of non-originating materials (value, per unlt of the bearlng rlngs purchased from Producer A) 1.50

Other product costs . . . . 0.75
Period costs: (including $0.05 in excluded costs) 0.15
Other costs ........ 0.05
Total cost of the bearings, per unit ........... $2.90
Excluded costs: (included in period costs) . 0.05
Net cost of the bearings, per unit .............. $2.85
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Under the net cost method, the regional
value content of the bearings is

RVC=

NC-VNM
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x100

NC

_ $2.85-$1.

1.50
$ x100

$2.85

=47.4%

Therefore, the bearings are non-originating
goods.

Situation B:

Producer B chooses to accumulate costs in-
curred by Producer A with respect to the

bearing rings used in the production of the
bearings. Producer A provides a statement
described in section 14(2)(a) to Producer B.
The net cost of the bearings (per unit) is cal-
culated as follows:

Product costs:

A)

Other costs: ($0.05+$0.05) .

Total cost of the bearings, per unit

Excluded costs: (included in period costs) .

Value of originating materials ($0.45+$0.15) .. $0.60
Value of non-originating materials (value, per unn of the unflnlshed bearlng rlngs |mported by Producer
0.75
Other product costs ($0 75+8$0. 35) 1.10
Period costs: (($0.15+80. 15) mcludmg $0.10 in excluded costs) 0.30
0.10
........... $2.85
0.10
.............. $2.75

Net cost of the bearings, per unit

Under the net cost method, the regional
value content of the bearings is

NC-VNM
RVC=—x100
NC
$2.75-%0.75
= %100
$2.75
=72.7%
Therefore, the bearings are originating a statement described in section 14(2)(b) that
goods. specifies an amount equal to the net cost

Situation C:

Producer B chooses to accumulate costs in-
curred by Producer A with respect to the
bearing rings used in the production of the
bearings. Producer A provides to Producer B

minus the value of non-originating materials
used to produce the finished bearing rings
($1.40—$0.75 = $0.65). The net cost of the bear-
ings (per unit) is calculated as follows:

Product costs:
Value of originating materials ($0.45+$0.65) ...

$1.10

Value of non-originating materials ($1.50 — $0.65)
Other product costs .

. 0.85

0.75

Period costs: (including $0.05 in excluded costs)

0.15
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Other costs

0.05

Total cost of the bearings, per unit

$2.90

0.05

Excluded costs: (included in period costs) .

Net cost of the bearings, per unit

$2.85

Under the net cost method, the regional
value content of the bearings is

NC-VNM
RVC=———x100
NC
$2.85-%0.85
=——x100
$2.85
=70.2%
Therefore, the bearings are originating a statement described in section 14(2)(b) that
goods. specifies an amount equal to the value of

Situation D:

Producer B chooses to accumulate costs in-
curred by Producer A with respect to the
bearing rings used in the production of the
bearings. Producer A provides to Producer B

other product costs used in the production of
the finished bearing rings ($0.35). The net
cost of the bearings (per unit) is calculated
as follows:

Product costs:

Other costs

Total cost of the bearings, per unit

Excluded costs: (included in period costs) .

Value of originating materials ..... $0.45

Value of non-originating materials ($1.50—$0.35) ............. 1.15

Other product costs ($0.75 + $0.35) 1.10

Period costs: (including $0.05 in excluded costs) ......... 0.15
0.05

........... $2.90

0.05

.............. $2.85

Net cost of the bearings, per unit

Under the net cost method, the regional
value content of the bearings is

NC-VNM
RVC=——x100
NC
$2.85-%$1.15
=————x100
$2.85
=59.7%
Therefore, the bearings are originating Producer A, located in NAFTA country A,
goods. imports non-originating cotton, carded or

Example 2: section 14(1)

combed, provided for in heading 5203 for use
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in the production of cotton yarn provided for
in heading 5205. Because the change from
cotton, carded or combed, to cotton yarn is
a change within the same chapter, the cot-
ton does not satisfy the applicable change in
tariff classification for heading 5205, which is
a change from any other chapter, with cer-
tain exceptions. Therefore, the cotton yarn
that Producer A produces from non-origi-
nating cotton is a non-originating good.

Producer A then sells the non-originating
cotton yarn to Producer B, also located in
NAFTA country A, who uses the cotton yarn
in the production of woven fabric of cotton
provided for in heading 5208. The change
from non-originating cotton yarn to woven
fabric of cotton is insufficient to satisfy the
applicable change in tariff classification for
heading 5208, which is a change from any
heading outside headings 5208 through 5212,
except from certain headings, under which
various yarns, including cotton yarn pro-
vided for in heading 5205, are -classified.
Therefore, the woven fabric of cotton that
Producer B produces from non-originating
cotton yarn produced by Producer A is a
non-originating good.

However, under section 14(1), if Producer B
chooses to accumulate the production of
Producer A, the production of Producer A
would be considered to have been performed
by Producer B. The rule for heading 5208,
under which the cotton fabric is classified,
does not exclude a change from heading 5203,
under which carded or combed cotton is clas-
sified. Therefore, under section 15(1), the
change from carded or combed cotton pro-
vided for in heading 5203 to the woven fabric
of cotton provided for in heading 5208 would
satisfy the applicable change of tariff classi-
fication for heading 5208. The woven fabric of
cotton would be considered as an originating
good.

Producer B, in order to choose to accumu-
late Producer A’s production, must have a
statement described in section 14(4)(a)(ii).

SECTION 15. INABILITY TO PROVIDE
SUFFICIENT INFORMATION

SUPPLIER OF MATERIAL UNABLE TO PROVIDE IN-
FORMATION; BEYOND CONTROL OF SUPPLIER;
PROCEDURE TO BE FOLLOWED BY CUSTOMS

(1) Where, during a verification of origin of a
good, the person from whom a producer of
the good acquired a material used in the pro-
duction of that good is unable to provide the
customs administration that is conducting
the verification with sufficient information
to substantiate that the material is an origi-
nating material or that the value of the ma-
terial declared for purpose of calculating the
regional value content of the good is accu-
rate, and the inability of that person to pro-
vide the information is due to reasons be-
yond the control of that person, the customs
administration shall, before making a deter-
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mination as to the origin or value of the ma-
terial, consider, where relevant, the fol-
lowing:
(a) whether the customs administration of
the NAFTA country into the territory of
which the good was imported issued an ad-
vance ruling under Article 509 of the
Agreement, as implemented in each
NAFTA country, with respect to that ma-
terial that concluded that the material is
an originating material or that the value
of the material declared for purposes of
calculating the regional value content of
the good is accurate;
(b) whether an independent auditor has
confirmed the accuracy of
(i) any signed statement referred to in
this appendix with respect to the mate-
rial,
(ii) the information that was used by the
person from whom the producer acquired
the material to substantiate whether the
material is an originating material, or
(iii) the information submitted by the
producer of the material with an applica-
tion for an advance ruling where, on the
basis of that information, the customs
administration concluded that the mate-
rial is an originating material or that
the value declared for the purpose of cal-
culating the regional value content of
the good is accurate;
(¢) whether the customs administration
has, before the start of the origin
verification of the good, conducted a
verification of origin of identical materials
or similar materials produced by the pro-
ducer of the material and determined that
(i) the identical materials or similar ma-
terials are originating materials, or
(ii) any signed statement referred to in
this appendix with respect to those iden-
tical materials or similar materials is
accurate;
(d) whether the producer of the good has
exercised due diligence to ensure that any
signed statement that is referred to in this
appendix with respect to the material and
that was provided by the person from
whom the producer acquired the material
is accurate;
(e) where the customs administration has
access only to partial records of the person
from whom the producer acquired the ma-
terial, whether the records provide suffi-
cient evidence to substantiate that the ma-
terial is an originating material or that
the value of the material declared for pur-
poses of calculating the regional value con-
tent of the good is accurate;
(f) whether the customs administration
can obtain, subject to Article 507 of the
Agreement, as implemented 1in each
NAFTA country, by means other than
those referred to in paragraphs (a) through
(e), relevant information regarding the de-
termination of the origin or value of the
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material from the customs administration
of the NAFTA country in the territory of
which the person from whom the producer
acquired the material was located; and

(g) whether the producer of the good, the
person from whom the producer acquired
the material or a representative of that
person or producer agrees to bear the ex-
penses incurred in providing the customs
administration with the assistance that it
may require for determining the origin or
value of the material.

‘““REASONS BEYOND CONTROL’’ OF SUPPLIER

(2) For purposes of subsection (1), ‘“‘reasons
beyond the control” of the person from
whom the producer of the good acquired the
material includes
(a) the bankruptcy of the person from
whom the producer acquired the material
or any other financial distress situation or
business reorganization that resulted in
that person or a related person having lost
control of the records containing the infor-
mation that substantiate that the material
is an originating material or the value of
the material declared for the purpose of
calculating the regional value content of
the good;
(b) any other reason that results in partial
or complete loss of records of that pro-
ducer that the producer could not reason-
ably have been expected to foresee, includ-
ing loss of records due to fire, flooding or
other natural cause.

EXPORTER OR PRODUCER OF GOOD UNABLE TO
PROVIDE INFORMATION; REASONS BEYOND
CONTROL OF EXPORTER OR PRODUCER; PROCE-
DURE TO BE FOLLOWED BY CUSTOMS

(3) Where, during a verification of origin of a
good, the exporter or producer of the good is
unable to provide the customs administra-
tion conducting the verification with suffi-
cient information to substantiate that the
good is an originating good, and the inability
of that person to provide the information is
due to reasons beyond the control of that
person, the customs administration shall, be-
fore making a determination as to the origin
of the good, consider, where relevant, the fol-
lowing:
(a) whether the customs administration of
the NAFTA country into the territory of
which the good was imported issued an ad-
vance ruling under Article 509 of the
Agreement, as implemented in each
NAFTA country, with respect to that good
that concluded that the good is an origi-
nating good;
(b) whether an independent auditor has
confirmed the accuracy of an origin state-
ment with respect to the good;
(c) whether the customs administration
has, before the start of the origin
verification of the good, conducted a
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verification of origin of identical goods or
similar goods produced by the producer of
the good and determined that the identical
goods or similar goods are originating
goods;

(d) whether the exporter or producer of the
good has exercised due diligence to ensure
that the information provided to substan-
tiate that the good is an originating good
is sufficient; and

(e) where the customs administration has
access only to partial records of the ex-
porter or producer of the good, whether the
records provide sufficient evidence to sub-
stantiate that the good is an originating
good;

(f) whether the customs administration
can obtain, subject to Article 507 of the
Agreement, as implemented in each
NAFTA country, by means other than
those referred to in paragraphs (a) through
(e), relevant information regarding the de-
termination of the origin of the good from
the customs administration of the NAFTA
country in the territory of which the ex-
porter or producer of the good was located;
and

(g) whether the exporter or producer of the
good or a representative of that person
agrees to bear the expenses incurred in
providing the customs administration with
the assistance that it may require for de-
termining the origin or value of the good.

‘““REASONS BEYOND CONTROL"’

(4) For purposes of subsection (3), ‘“‘reasons

beyond the control” of the exporter or pro-

ducer of the good includes
(a) the bankruptcy of the exporter or pro-
ducer or any other financial distress situa-
tion or business reorganization that re-
sulted in that person or a related person
having lost control of the records con-
taining the information that substantiate
that the good is an originating good;
(b) any other reason that results in partial
or complete loss of records of that exporter
or producer that that person could not rea-
sonably have been expected to foresee, in-
cluding loss of records due to fire, flooding
or other natural cause.

SECTION 16. TRANSSHIPMENT

EFFECT OF SUBSEQUENT PROCESSING OUTSIDE
THE TERRITORY OF A NAFTA COUNTRY; LOSS
OF ORIGINATING GOOD STATUS

(1) A good is not an originating good by rea-
son of having undergone production that oc-
curs entirely in the territory of one or more
of the NAFTA countries that would enable
the good to qualify as an originating good if
subsequent to that production

(a) the good is withdrawn from customs

control outside the territories of the

NAFTA countries; or

470



U.S. Customs and Border Protection, DHS; Treasury

(b) the good undergoes further production
or any other operation outside the terri-
tories of the NAFTA countries, other than
unloading, reloading or any other oper-
ation necessary to preserve the good in
good condition, such as inspection, re-
moval of dust that accumulates during
shipment, ventilation, spreading out or
drying, chilling, replacing salt, sulphur di-
oxide or other aqueous solutions, replacing
damaged packing materials and containers
and removal of units of the good that are
spoiled or damaged and present a danger to
the remaining units of the good, or to
transport the good to the territory of a
NAFTA country.

TRANSSHIPPED GOOD CONSIDERED ENTIRELY
NON-ORIGINATING

(2) A good that is a non-originating good by
application of subsection (1) is considered to
be entirely non-originating for purposes of
this appendix.

EXCEPTIONS FOR CERTAIN GOODS

(3) Subsection (1) does not apply with respect
to a good provided for in any of subheadings
8541.10 through 8541.60 and 8542.10 through
8542.70 where any further production or other
operation that that good undergoes outside
the territories of the NAFTA countries does
not result in a change in the tariff classifica-
tion of the good to a subheading outside sub-
headings 8541.10 through 8542.90.

SECTION 17. NON-QUALIFYING
OPERATIONS

MERE DILUTION; PRODUCTION OR PRICING PRAC-
TICE TO CIRCUMVENT THE PROVISIONS OF THIS
APPENDIX

17. A good is not an originating good merely
by reason of
(a) mere dilution with water or another
substance that does not materially alter
the characteristics of the good; or
(b) any production or pricing practice with
respect to which it may be demonstrated,
on the basis of a preponderance of evi-
dence, that the object was to circumvent
this appendix.

SCHEDULE I

Schedule I shall be the text of Annex 401 to
the Agreement as implemented in General
Note 12 of the HTSUS.

SCHEDULE II
VALUE OF GOODS

SECTION 1. DEFINITIONS.

For purposes of this Schedule, unless oth-
erwise stated:
‘“‘buyer’”’ refers to a person who purchases a
good from the producer;
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‘“‘buying commissions’® means fees paid by a
buyer to that buyer’s agent for the agent’s
services in representing the buyer in the pur-
chase of a good;

“‘producer’’ refers to the producer of the good
being valued.

SECTION 2.

For purposes of Article 402(2) of the Agree-
ment, as implemented by section 6(2) of this
appendix, the transaction value of a good
shall be the price actually paid or payable
for the good, determined in accordance with
section 3 and adjusted in accordance with
section 4.

SECTION 3.

(1) The price actually paid or payable is the
total payment made or to be made by the
buyer to or for the benefit of the producer.
The payment need not necessarily take the
form of a transfer of money; it may be made
by letters of credit or negotiable instru-
ments. The payment may be made directly
or indirectly to the producer. For an illus-
tration of this, the settlement by the buyer,
whether in whole or in part, of a debt owed
by the producer is an indirect payment.
(2) Activities undertaken by the buyer on the
buyer’s own account, other than those for
which an adjustment is provided in section 4,
shall not be considered to be an indirect pay-
ment, even though the activities might be
regarded as being for the benefit of the pro-
ducer. For an illustration of this, the buyer,
by agreement with the producer, undertakes
activities relating to the marketing of the
good. The costs of such activities shall not
be added to the price actually paid or pay-
able.
(3) The transaction value shall not include
the following charges or costs, provided that
they are distinguished from the price actu-
ally paid or payable:
(a) charges for construction, erection, as-
sembly, maintenance or technical assist-
ance related to the good undertaken
after the good has been sold to the buyer;
or
(b) duties and taxes paid in the country
in which the buyer is located with re-
spect to the good.
(4) The flow of dividends or other payments
from the buyer to the producer that do not
relate to the purchase of the good are not
part of the transaction value.

SECTION 4.

(1) In determining the transaction value of a
good, the following shall be added to the
price actually paid or payable:
(a) to the extent that they are incurred by
the buyer, or by a related person on behalf
of the buyer, with respect to the good
being valued and are not included in the
price actually paid or payable
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(i) commissions and brokerage fees, ex-
cept buying commissions,
(ii) the costs of transporting the good to
the producer’s point of direct shipment
and the costs of loading, unloading, han-
dling and insurance that are associated
with that transportation, and
(iii) where the packaging materials and
containers in which the good is packaged
for retail sale are classified with the
good under the Harmonized System, the
value of the packaging materials and
containers;
(b) the value, reasonably allocated in ac-
cordance with subsection (12), of the fol-
lowing elements where they are supplied
directly or indirectly to the producer by
the buyer, free of charge or at reduced cost
for use in connection with the production
and sale of the good, to the extent that the
value is not included in the price actually
paid or payable:
(i) a material, other than an indirect ma-
terial, used in the production of the
good,
(ii) tools, dies, molds and similar indirect
materials used in the production of the
good,
(iii) an indirect material, other than
those referred to in subparagraph (ii) or
in paragraphs (c), (e) or (f) of the defini-
tion ‘‘indirect material” set out in Arti-
cle 415 of the Agreement, as implemented
by section 2(1) of this appendix, used in
the production of the good, and
(iv) engineering, development, artwork,
design work, and plans and sketches nec-
essary for the production of the good, re-
gardless of where performed;
(c) the royalties related to the good, other
than charges with respect to the right to
reproduce the good in the territory of one
or more of the NAFTA countries, that the
buyer must pay directly or indirectly as a
condition of sale of the good, to the extent
that such royalties are not included in the
price actually paid or payable; and
(d) the value of any part of the proceeds of
any subsequent resale, disposal or use of
the good that accrues directly or indirectly
to the producer.
(2) The additions referred to in subsection (1)
shall be made to the price actually paid or
payable under this section only on the basis
of objective and quantifiable data.
(3) Where objective and quantifiable data do
not exist with regard to the additions re-
quired to be made to the price actually paid
or payable under subsection (1), the trans-
action value cannot be determined under
section 2.
(4) No additions shall be made to the price
actually paid or payable for the purpose of
determining the transaction value except as
provided in this section.
(5) The amounts to be added under sub-
sections (1)(a) (i) and (ii) shall be
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(a) those amounts that are recorded on the
books of the buyer, or
(b) where those amounts are costs incurred
by a related person on behalf of the buyer
and are not recorded on the books of the
buyer, those amounts that are recorded on
the books of that related person.
(6) The value of the packaging materials and
containers referred to in subsection (1)(a)(iii)
and the value of the elements referred to in
subsection (1)(b)(i) shall be
(a) where the packaging materials and con-
tainers or the elements are imported from
outside the territory of the NAFTA coun-
try in which the producer is located, the
customs value of the packaging materials
and containers or the elements,
(b) where the buyer, or a related person on
behalf of the buyer, purchases the pack-
aging materials and containers or the ele-
ments from an unrelated person in the ter-
ritory of the NAFTA country in which the
producer is located, the price actually paid
or payable for the packaging materials and
containers or the elements,
(c) where the buyer, or a related person on
behalf of the buyer, acquires the packaging
materials and containers or the elements
from an unrelated person in the territory
of the NAFTA country in which the pro-
ducer is located other than through a pur-
chase, the value of the consideration re-
lated to the acquisition of the packaging
materials and containers or the elements,
based on the cost of the consideration that
is recorded on the books of the buyer or
the related person, or
(d) where the packaging materials and con-
tainers or the elements are produced by
the buyer, or by a related person, in the
territory of the NAFTA country in which
the producer is located, the total cost of
the packaging materials and containers or
the elements, determined in accordance
with subsection (7),
and shall include the following costs that are
recorded on the books of the buyer or the re-
lated person supplying the packaging mate-
rials and containers or the elements on be-
half of the buyer, to the extent that such
costs are not included under paragraphs (a)
through (d):
(e) the costs of freight, insurance, packing,
and all other costs incurred in trans-
porting the packaging materials and con-
tainers or the elements to the location of
the producer,
(f) duties and taxes paid or payable with
respect to the packaging materials and
containers or the elements, other than du-
ties and taxes that are waived, refunded,
refundable or otherwise recoverable, in-
cluding credit against duty or tax paid or
payable,
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(g) customs brokerage fees, including the
cost of in-house customs brokerage serv-
ices, incurred with respect to the pack-
aging materials and containers or the ele-
ments, and
(h) the cost of waste and spoilage resulting
from the use of the packaging materials
and containers or the elements in the pro-
duction of the good, less the value of re-
newable scrap or by-product.
(7) For purposes of subsection (6)(d), the
total cost of the packaging materials and
containers referred to in subsection (1)(a)(iii)
or the elements referred to in subsection
(1)(b)(1) shall be
(a) where the packaging materials and con-
tainers or the elements are produced by
the buyer, at the choice of the buyer,
(i) the total cost incurred with respect to
all goods produced by the buyer, cal-
culated on the basis of the costs that are
recorded on the books of the buyer, that
can be reasonably allocated to the pack-
aging materials and containers or the
elements in accordance with Schedule
VII, or
(ii) the aggregate of each cost incurred
by the buyer that forms part of the total
cost incurred with respect to the pack-
aging materials and containers or the
elements, calculated on the basis of the
costs that are recorded on the books of
the buyer, that can be reasonably allo-
cated to the packaging materials and
containers or the elements in accordance
with Schedule VII; and
(b) where the packaging materials and con-
tainers or the elements are produced by a
person who is related to the buyer, at the
choice of the buyer,
(i) the total cost incurred with respect to
all goods produced by that related per-
son, calculated on the basis of the costs
that are recorded on the books of that
person, that can be reasonably allocated
to the packaging materials and con-
tainers or the elements in accordance
with Schedule VII, or
(ii) the aggregate of each cost incurred
by that related person that forms part of
the total cost incurred with respect to
the packaging materials and containers
or the elements, calculated on the basis
of the costs that are recorded on the
books of that person, that can be reason-
ably allocated to the packaging mate-
rials and containers or the elements in
accordance with Schedule VII.
(8) Except as provided in subsections (10) and
(11), the value of the elements referred to in
subsections (1)(b)(ii) through (iv) shall be
(a) the cost of those elements that is re-
corded on the books of the buyer, or
(b) where such elements are provided by
another person on behalf of the buyer and
the cost is not recorded on the books of the
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buyer, the cost of those elements that is

recorded on the books of that other person.
(9) Where the elements referred to in sub-
sections (1)(b)(ii) through (iv) were pre-
viously used by or on behalf of the buyer, the
value of the elements shall be adjusted down-
ward to reflect that use.
(10) Where the elements referred to in sub-
sections (1)(b)(ii) and (iii) were leased by the
buyer or a person related to the buyer, the
value of the elements shall be the cost of the
lease as recorded on the books of the buyer
or that related person.
(11) No addition shall be made to the price
actually paid or payable for the elements re-
ferred to in subsection (1)(b)(iv) that are
available in the public domain, other than
the cost of obtaining copies of them.
(12) The producer shall choose the method of
allocating to the good the value of the ele-
ments referred to in subsections (1)(b)(ii)
through (iv), provided that the value is rea-
sonably allocated to the good in a manner
appropriate to the circumstances. The meth-
ods the producer may choose to allocate the
value include allocating the value over the
number of units produced up to the time of
the first shipment or allocating the value
over the entire anticipated production where
contracts or firm commitments exist for
that production. For an illustration of this,
a buyer provides the producer with a mold to
be used in the production of the good and
contracts with the producer to buy 10,000
units of that good. By the time the first ship-
ment of 1,000 units arrives, the producer has
already produced 4,000 units. In these cir-
cumstances, the producer may choose to al-
locate the value of the mold over 4,000 units
or 10,000 units but shall not choose to allo-
cate the value of the elements to the first
shipment of 1,000 units. The producer may
choose to allocate the entire value of the ele-
ments to a single shipment of a good only
where that single shipment comprises all of
the units of the good acquired by the buyer
under the contract or commitment for that
number of units of the good between the pro-
ducer and the buyer.
(13) The addition for the royalties referred to
in subsection (1)(c) shall be the payment for
the royalties that is recorded on the books of
the buyer, or where the payment for the roy-
alties is recorded on the books of another
person, the payment for the royalties that is
recorded on the books of that other person.
(14) The value of the proceeds referred to in
subsection (1)(d) shall be the amount that is
recorded for such proceeds on the books of
the buyer or the producer.
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SCHEDULE IIT
UNACCEPTABLE TRANSACTION VALUE

SECTION 1. DEFINITIONS.

For purposes of this Schedule, unless oth-
erwise stated
“buyer” refers to a person who purchases a
good from the producer;
“‘customs administration” refers to the cus-
toms administration of the NAFTA country
into whose territory the good being valued is
imported;
‘“‘producer’’ refers to the producer of the good
being valued.

SECTION 2.

(1) There is no transaction value for a good
where the good is not the subject of a sale.
(2) The transaction value of a good is unac-
ceptable where
(a) there are restrictions on the disposition
or use of the good by the buyer, other than
restrictions that
(i) are imposed or required by law or by
the public authorities in the territory of
the NAFTA country in which the buyer
is located,
(ii) limit the geographical area in which
the good may be resold, or
(iii) do not substantially affect the value
of the good;
(b) the sale or price actually paid or pay-
able is subject to a condition or consider-
ation for which a value cannot be deter-
mined with respect to the good;
(c) part of the proceeds of any subsequent
resale, disposal or use of the good by the
buyer will accrue directly or indirectly to
the producer, and an appropriate addition
to the price actually paid or payable can-
not be made in accordance with section
4(1)(d) of Schedule IT; or
(d) except as provided in section 3, the pro-
ducer and the buyer are related persons
and the relationship between them influ-
enced the price actually paid or payable for
the good.
(3) The conditions or considerations referred
to in subsection (2)(b) include the following
circumstances:
(a) the producer establishes the price actu-
ally paid or payable for the good on condi-
tion that the buyer will also buy other
goods in specified quantities;
(b) the price actually paid or payable for
the good is dependent on the price or prices
at which the buyer sells other goods to the
producer of the good; and
(c) the price actually paid or payable is es-
tablished on the basis of a form of payment
extraneous to the good, such as where the
good is a semi-finished good that has been
provided by the producer to the buyer on
condition that the producer will receive a
specified quantity of the finished good
from the buyer.
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(4) For purposes of subsection (2)(b), condi-
tions or considerations relating to the pro-
duction or marketing of the good shall not
render the transaction value unacceptable,
such as where the buyer undertakes on the
buyer’s own account, even though by agree-
ment with the producer, activities relating
to the marketing of the good.

(5) Where objective and quantifiable data do
not exist with regard to the additions re-
quired to be made to the price actually paid
or payable under section 4(1) of Schedule II,
the transaction value cannot be determined
under the provisions of section 2 of that
Schedule. For an illustration of this, a roy-
alty is paid on the basis of the price actually
paid or payable in a sale of a liter of a par-
ticular good that was purchased by the kilo-
gram and made up into a solution. If the roy-
alty is based partially on the purchased good
and partially on other factors that have
nothing to do with that good, such as when
the purchased good is mixed with other in-
gredients and is no longer separately identi-
fiable, or when the royalty cannot be distin-
guished from special financial arrangements
between the producer and the buyer, it would
be inappropriate to add the royalty and the
transaction value of the good could not be
determined. However, if the amount of the
royalty is based only on the purchased good
and can be readily quantified, an addition to
the price actually paid or payable can be
made and the transaction value can be deter-
mined.

SECTION 3.

(1) In determining whether the transaction
value is unacceptable under section 2(2)(d),
the fact that the producer and the buyer are
related persons shall not in itself be grounds
for the customs administration to render the
transaction value unacceptable. In such
cases, the circumstances surrounding the
sale shall be examined and the transaction
value shall be accepted provided that the re-
lationship between the producer and the
buyer did not influence the price actually
paid or payable. Where the customs adminis-
tration has reasonable grounds for consid-
ering that the relationship between the pro-
ducer and the buyer influenced the price, the
customs administration shall communicate
the grounds to the producer, and that pro-
ducer shall be given a reasonable oppor-
tunity to respond to the grounds commu-
nicated by the customs administration. If
that producer so requests, the customs ad-
ministration shall communicate in writing
the grounds on which it considers that the
relationship between the producer and the
buyer influenced the price actually paid or
payable.

(2) Subsection (1) provides that, where the
producer and the buyer are related persons,
the circumstances surrounding the sale shall
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be examined and the transaction value shall
be accepted as the value provided that the
relationship between the producer and the
buyer did not influence the price actually
paid or payable. It is not intended under sub-
section (1) that there should be an examina-
tion of the circumstances in all cases where
the producer and the buyer are related per-
sons. Such an examination will only be re-
quired where the customs administration has
doubts that the price actually paid or pay-
able is acceptable because of the relationship
between the producer and the buyer. Where
the customs administration does not have
doubts that the price actually paid or pay-
able is acceptable, it shall accept that price
without requesting further information. For
an illustration of this, the customs adminis-
tration may have previously examined the
relationship between the producer and the
buyer, or it may already have detailed infor-
mation concerning the relationship between
the producer and the buyer, and may already
be satisfied from that examination or infor-
mation that the relationship between them
did not influence the price actually paid or
payable.

(3) In applying subsection (1), where the pro-
ducer and the buyer are related persons and
the customs administration has doubts that
the transaction value is acceptable without
further inquiry, the customs administration
shall give the producer an opportunity to
supply such further information as may be
necessary to enable it to examine the cir-
cumstances surrounding the sale. In such a
case, the customs administration shall ex-
amine the relevant aspects of the sale, in-
cluding the way in which the producer and
the buyer organize their commercial rela-
tions and the way in which the price actu-
ally paid or payable for the good being val-
ued was arrived at, in order to determine
whether the relationship between the pro-
ducer and the buyer influenced that price ac-
tually paid or payable. Where it can be
shown that the producer and the buyer buy
from and sell to each other as if they were
not related persons, the price actually paid
or payable shall be considered as not having
been influenced by the relationship between
them. For an illustration of this, if the price
actually paid or payable for the good had
been settled in a manner consistent with the
normal pricing practices of the industry in
question or with the way in which the pro-
ducer settles prices for sales to unrelated
buyers, the price actually paid or payable
shall be considered as not having been influ-
enced by the relationship between the buyer
and the producer. As another illustration,
where it is shown that the price actually
paid or payable for the good is adequate to
ensure recovery of the total cost of pro-
ducing the good plus a profit that is rep-
resentative of the producer’s overall profit
realized over a representative period of time,

Pt. 181, App.

such as on an annual basis, in sales of goods
of the same class or kind, the price actually
paid or payable shall be considered as not
having been influenced by the relationship
between the producer and the buyer.

(4) In a sale between a producer and a buyer
who are related persons, the transaction
value shall be accepted and determined in
accordance with section 2 of Schedule II
wherever the producer demonstrates that the
transaction value of the good in that sale
closely approximates a test value referred to
in subsection (5).

(5) The value to be used as a test value shall
be the transaction value of identical goods or
similar goods sold at or about the same time
as the good being valued is sold to an unre-
lated buyer who is located in the territory of
the NAFTA country in which the buyer is lo-
cated.

(6) In applying a test value referred to in
subsection (4), due account shall be taken of
demonstrated differences in commercial lev-
els, quantity levels, the value of the ele-
ments specified in section 4(1)(b) of Schedule
II and the costs incurred by the producer in
sales to unrelated buyers that are not in-
curred by the producer in sales to a related
person.

(7) The application of the test value referred
to in subsection (4) shall be used at the ini-
tiative of the producer and shall be used only
for comparison purposes to determine wheth-
er the transaction value of the good is ac-
ceptable. The test value shall not be used as
the transaction value of that good.

(8) Subsection (4) provides an opportunity for
the producer to demonstrate that the trans-
action value closely approximates a test
value previously accepted by the customs ad-
ministration, and is therefore acceptable
under subsections (1) and (4). Where the ap-
plication of a test value under subsection (4)
demonstrates that the transaction value of
the good being valued is acceptable, the cus-
toms administration shall not examine the
question of influence in regard to the rela-
tionship between the producer and the buyer
under subsection (1). Where the customs ad-
ministration already has sufficient informa-
tion available, without further inquiries,
that the transaction value closely approxi-
mates a test value referred to in subsection
(4), the producer is not required to apply a
test value to demonstrate that the trans-
action value is acceptable under that sub-
section.

(9) A number of factors must be taken into
consideration for the purpose of determining
whether the transaction value of the iden-
tical goods or similar goods closely approxi-
mates the transaction value of the good
being valued. These factors include the na-
ture of the good, the nature of the industry
itself, the season in which the good is sold,
and whether the difference in values is com-
mercially significant. Since these factors
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may vary from case to case, it would be im-
possible to apply an acceptable standardized
difference such as a fixed amount or fixed
percentage difference in each case. For an il-
lustration of this, a small difference in value
in a case involving one type of good could be
unacceptable, while a large difference in a
case involving another type of good might be
acceptable for the purposes of determining
whether the transaction value closely ap-
proximates a test value set out in subsection
(4.

SCHEDULE IV

LIST OF TARIFF PROVISIONS FOR THE
PURPOSES OF SECTION 9 OF THE AP-
PENDIX

4009

4010.31 through 4010.34 and 4010.39.10 through
4010.39.20

4011

4016.93.10

4016.99.30 and 4016.99.55

7007.11 and 7007.21

7009.10

8301.20

8407.31

8407.32

8407.33

8407.34.05, 8407.34.15 and 8407.34.25
8407.34.35, 8407.34.45 and 8407.34.55
8408.20

8409

8413.30

8414.59.30

8414.80.05

8415.20

8421.39.40

8481.20, 8481.30 and 8481.80
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8511.30

8511.40

8511.50

8512.20

8512.40

8519.93

8527.21

8527.29

8536.50

8536.90

8537.10.60

8539.10

8539.21

8544.30

8706

8707

8708.10.30

8708.21

8708.29.20

8708.29.10

8708.29.15

8708.39

8708.40

8708.50

8708.60

8708.70.05, 8708.70.25 and 8708.70.45
8708.80

8708.91

8708.92

8708.93.15 and 8708.93.60

8708.94

8708.99.03, 8708.99.27 and 8708.99.55
8708.99.06, 8708.99.31 and 8708.99.58
8708.99.09, 8708.99.34 and 8708.99.61
8708.99.12, 8708.99.37 and 8708.99.64
8708.99.15, 8708.99.40 and 8708.99.67
8708.99.18, 8708.99.43 and 8708.99.70
8708.99.21, 8708.99.46 and 8708.99.73
8708.99.24, 8708.99.49 and 8708.99.80

8482.10 through 8482.80 ggg;gg
8483.10 through 8483.40 9401'20
8483.50 ’
8501.10 SCHEDULE V
8501.20
8501.31 LIST OF AUTOMOTIVE COMPONENTS
8501.32.45 AND MATERIALS FOR THE PURPOSES
8507.20.40, 8507.30.40, 8507.40.40 and 8507.80.40 OF SECTION 10 OF THE APPENDIX
ltem Column | ~ Column I]
automotive components listed materials
1. Engines provided for in | Cast blocks, cast heads, fuel nozzles, fuel injector pumps, glow plugs, turbochargers, super-
heading 8407 or chargers, electronic engine controls, intake manifolds, exhaust manifolds, intake valves, ex-
8408. haust valves, crankshafts, camshafts, alternators, starters, air cleaner assemblies, pistons,
connecting rods and assemblies made therefrom, rotor assemblies for rotary engines,
flywheels (for manual transmissions), flexplates (for automatic transmissions), oil pans, oil
pumps, pressure regulators, water pumps, crankshaft gears, camshaft gears, radiator as-
semblies, charge-air coolers.
2. Gear boxes (trans- (a) For manual transmissions: transmission cases and clutch housings; clutches; internal shift-
missions) provided ing mechanisms; gear sets, synchronizers and shafts; and
for in subheading
8708.40.
(b) For torque convertor type transmissions: transmission cases and convertor housings;
torque convertor assemblies; gear sets and clutches; electronic transmission controls.
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SCHEDULE VI

REGIONAL VALUE-CONTENT CALCULA-
TION FOR CAMI

SECTION 1. DEFINITIONS.

In this Schedule,
“‘closed” means, with respect to a plant, a
closure
(a) for purposes of re-tooling for a change
in model line, or
(b) as a result of any event or cir-
cumstance (other than the imposition of
antidumping duties or countervailing du-
ties, or an interruption of operations re-
sulting from a labor strike, lock-out,
labor dispute, picketing or boycott of or
by employees of CAMI Automotive, Inc.
or General Motors of Canada Limited)
that CAMI Automotive, Inc. or General
Motors of Canada Limited could not rea-
sonably have been expected to avert by
corrective action or by exercise of due
care and diligence, including a shortage
of materials, failure of utilities, or in-
ability to obtain or a delay in obtaining
raw materials, parts, fuel or utilities;
“GM” means General Motors of Canada Lim-
ited, General Motors Corporation, General
Motors de Mexico, S.A. de C.V., and any sub-
sidiary directly or indirectly owned by any
of them, or by any combination thereof;
“‘producer” means CAMI Automotive, Inc.

SECTION 2.

For purposes of section 11 of this appendix,
for purposes of determining the regional
value content, in a fiscal year, of a motor ve-
hicle of a class of motor vehicles or a model
line produced by the producer in the terri-
tory of Canada and imported into the terri-
tory of the United States, the producer may
choose to calculate the regional value con-
tent by

(a) calculating

(i) the sum of

(A) the net cost incurred by the pro-
ducer, during that fiscal year, in the
production in the territory of Canada
of motor vehicles of a category referred
to in section 3 that is chosen by the
producer, and

(B) the net cost incurred by General
Motors of Canada Limited, during the
fiscal year that corresponds most
closely to the producer’s fiscal year, in
the production in the territory of Can-
ada of a corresponding class of motor
vehicles or model line, and

(ii) the sum of

(A) the value, determined in accord-
ance with section 9 of this appendix for
light-duty vehicles and section 10 of
this appendix for heavy-duty vehicles,
of the non-originating materials that
are used by the producer, during that
fiscal year, in the production in the
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territory of Canada of motor vehicles
of a category referred to in section 2.1
that is chosen by the producer, and
(B) the value, determined in accord-
ance with section 9 of this appendix for
light-duty vehicles and section 10 of
this appendix for heavy-duty vehicles,
of the non-originating materials that
are used by General Motors of Canada
Limited, during the fiscal year that
corresponds most closely to the pro-
ducer’s fiscal year, in the production in
the territory of Canada of a cor-
responding class of motor vehicles or
model line, and
(b) using the sums referred to in para-
graphs (a)(i) and (ii) as the net cost and
the value of non-originating materials,
respectively, in the calculation referred
to in section 6(3) of this appendix,
provided that
(c) at the beginning of the producer’s fis-
cal year, General Motors of Canada Lim-
ited owns 50 percent or more of the vot-
ing common stock of the producer, and
(d) GM acquires 75 percent or more by
unit of quantity of the class of motor ve-
hicles or model line, as the case may be,
that the producer produced in the terri-
tory of Canada in the producer’s fiscal
year for sale in the territory of one or
more of the NAFTA countries.

SECTION 3.

The categories referred to in clauses
2(a)(i)(A) and (ii)(A) are the following:

(a) the class of motor vehicles that the pro-
ducer produced in the territory of Canada
in the producer’s fiscal year for sale in the
territory of one or more of the NAFTA
countries; and

(b) the model line that the producer pro-
duced in the territory of Canada in the pro-
ducer’s fiscal year for sale in the territory
of one or more of the NAFTA countries.

SECTION 4.

Where GM does not satisfy the require-
ment set out in section 2(d), the producer
may choose that the regional value content
be calculated in accordance with section 2
only for those motor vehicles that are ac-
quired by GM for distribution under the GEO
marque or another GM marque.

SECTION 5.

(1) The producer may choose that the cal-
culation referred to in section 2 be made
over a period of two fiscal years where
(a) any plant operated by the producer or
by General Motors of Canada Limited is
closed for more than two consecutive
months; and
(b) the motor vehicles of a category re-
ferred to in section 3, with respect to
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which the producer chooses that the re-
gional value content be calculated in ac-
cordance with section 2, are produced in
that plant.
(2) Subject to subsection (3), the period of
two fiscal years referred to in subsection
(1) corresponds to the fiscal year in which
the plant is closed and, at the choice of the
producer, the preceding or the subsequent
fiscal year.
(3) Where the plant is closed for a period
that spans two fiscal years, the calculation
referred to in section 2 may be made only
over those two fiscal years.
(4) Where the producer has chosen that the
regional value content be calculated over
two fiscal years under this section, the
choice referred to in section 11(6) of this
appendix shall be filed not later than 10
days after the end of the period during
which the plant is closed, or at such later
time as the customs administration may
accept.

SECTION 6.

For purposes of this Schedule, a motor ve-
hicle producer shall be deemed to be GM
where, as a result of an amalgamation, reor-
ganization, division or similar transaction,
that motor vehicle producer

(a) acquires all or substantially all of the

assets used by GM, and

(b) directly or indirectly controls, or is

controlled by, GM, or both that motor ve-

hicle producer and GM are controlled by
the same person.

SCHEDULE VII
REASONABLE ALLOCATION OF COSTS

SECTION 1. DEFINITIONS.

For purposes of this Schedule,
‘‘costs” means any costs that are included in
total cost and that need to be allocated pur-
suant to sections 5(9), 6(11) and 7(6) and sec-
tions 10(1)(a)(i) and (ii) of these Regulations,
section 4(7) of Schedule II and sections 5(7)
and 10(2) of Schedule VIII;
‘‘discontinued operations’, in the case of a
producer located in a NAFTA country, has
the meaning set out in that NAFTA coun-
try’s Generally Accepted Accounting Prin-
ciples;
‘‘indirect overhead’” means period costs and
other costs;
“‘internal management purpose’” means any
purpose relating to tax reporting, financial
reporting, financial planning, decision-mak-
ing, pricing, cost recovery, cost control man-
agement or performance measurement; and
“‘overhead’ means costs, other than direct
material costs and direct labor costs.
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SECTION 2. INTERPRETATION.

(1) In this Schedule, reference to ‘‘producer’
shall, for purposes of section 4(7) of Schedule
II, be read as a reference to “‘buyer”.
(2) In this Schedule, reference to
shall,
(a) for purposes of section 6(14) of this ap-
pendix, be read as a reference to ‘‘identical
goods or similar goods, or any combination
thereof’’;
(b) for purposes of section 7(6) of this ap-
pendix, be read as a reference to ‘‘inter-
mediate material’’;
(c) for purposes of section 11 of this appen-
dix, be read as a reference to ‘‘category of
vehicles that is chosen pursuant to section
11(1) of this appendix’’;
(d) for purposes of section 12 of this appen-
dix, be read as a reference to ‘‘category of
goods chosen pursuant to section 12(1) of
this appendix’’;
(e) for purposes of section 13(4) of this ap-
pendix, be read as a reference to ‘‘category
of vehicles chosen pursuant to section 13(4)
of this appendix’’;
(f) for purposes of section 4(7) of Schedule
II, be read as a reference to ‘‘packaging
materials and containers or the elements’’;
and
(g) for purposes of section 5(7) of Schedule
VIII, be read as a reference to ‘‘elements’.

“good”’

METHODS TO REASONABLY ALLOCATE COSTS

SECTION 3.

(1) Where a producer of a good is using, for
an internal management purpose, a cost allo-
cation method to allocate to the good direct
material costs, or part thereof, and that
method reasonably reflects the direct mate-
rial used in the production of the good based
on the criterion of benefit, cause or ability
to bear, that method shall be used to reason-
ably allocate the costs to the good.

(2) Where a producer of a good is using, for
an internal management purpose, a cost allo-
cation method to allocate to the good direct
labor costs, or part thereof, and that method
reasonably reflects the direct labor used in
the production of the good based on the cri-
terion of benefit, cause or ability to bear,
that method shall be used to reasonably allo-
cate the costs to the good.

(3) Where a producer of a good is using, for
an internal management purpose, a cost allo-
cation method to allocate to the good over-
head, or part thereof, and that method is
based on the criterion of benefit, cause or
ability to bear, that method shall be used to
reasonably allocate the costs to the good.

SECTION 4.

Where costs are not reasonably allocated
to a good under section 3, those costs are
reasonably allocated to the good if they are
allocated,
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(a) with respect to direct material costs,
on the basis of any method that reasonably
reflects the direct material used in the pro-
duction of the good based on the criterion
of benefit, cause or ability to bear;

(b) with respect to direct labor costs, on
the basis of any method that reasonably
reflects the direct labor used in the produc-

tion of the good based on the criterion of

benefit, cause or ability to bear; and
(c) with respect to overhead, on the basis
of any of the following methods:
(i) the method set out in Addendum A,
Addendum B or Addendum C,

(ii) a method based on a combination of

the methods set out in Addenda A and B
or Addenda A and C, and

(iii) a cost allocation method based on
the criterion of benefit, cause or ability
to bear.

SECTION 4.1.

Nothwithstanding section 3 and 7, where a
producer allocates, for an internal manage-
ment purpose, costs to a good that is not
produced in the period in which the costs are
expensed on the books of the producer (such
as costs with respect to research and devel-
opment, and obsolete materials), those costs
shall be considered reasonably allocated if

(a) for purposes of section 6(11), they are
allocated to a good that is produced in the
period in which the costs are expensed, and
(b) the good produced in that period is
within a group or range of goods, including
identical goods or similar goods, that is
produced by the same industry or industry
sector as the goods to which the costs are
expensed.

SECTION 5.

Any cost allocation method referred to in
section 3, 4 or 4.1 that is used by a producer
for the purposes of this appendix shall be
used throughout the producer’s fiscal year.
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CoSTs NOT REASONABLY ALLOCATED

SECTION 6.

The allocation to a good of any of the fol-
lowing is considered not to be reasonably al-
located to the good:

(a) costs of a service provided by a pro-

ducer of a good to another person where

the service is not related to the good;

(b) gains or losses resulting from the dis-

position of a discontinued operation, ex-

cept gains or losses related to the produc-
tion of the good;

(c) cumulative effects of accounting

changes reported in accordance with a spe-

cific requirement of the applicable Gen-
erally Accepted Accounting Principles;
and’.

(d) gains or losses resulting from the sale

of a capital asset of the producer.

SECTION 7.

Any costs allocated under section 3 on the
basis of a cost allocation method that is used
for an internal management purpose that is
solely for the purpose of qualifying a good as
an originating good are considered not to be
reasonably allocated.

ADDENDUM A
COST RATIO METHOD

Calculation of Cost Ratio

For the overhead to be allocated, the pro-
ducer may choose one or more allocation
bases that reflect a relationship between the
overhead and the good based on the criterion
of benefit, cause or ability to bear.

With respect to each allocation base that
is chosen by the producer for allocating over-
head, a cost ratio is calculated for each good
produced by the producer in accordance with
the following formula:

AB
CR=——-
TAB
where CAG = CA xCR
CR is the cost ratio with respect to the
where

good;
AB is the allocation base for the good; and
TAB is the total allocation base for all the
goods produced by the producer.
Allocation to a Good of Costs Included in Over-
head
The costs with respect to which an alloca-
tion base is chosen are allocated to a good in
accordance with the following formula:

CAG is the costs allocated to the good;

CA is the costs to be allocated; and

CR is the cost ratio with respect to the

good.

Ezxcluded Costs

Under section 6(11)(b) of this appendix,
where excluded costs are included in costs to
be allocated to a good, the cost ratio used to
allocate that cost to the good is used to de-
termine the amount of excluded costs to be
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subtracted from the costs allocated to the
good.
Allocation Bases for Costs

The following is a non-exhaustive list of al-
location bases that may be used by the pro-
ducer to calculate cost ratios:

Direct Labor Hours

Direct Labor Costs

Units Produced

Machine-hours

Sales Dollars or Pesos

Floor Space
“Examples’

The following examples illustrate the ap-
plication of the cost ratio method to costs
included in overhead.

Ezxample 1: Direct Labor Hours

A producer who produces Good A and Good
B may allocate overhead on the basis of di-
rect labor hours spent to produce Good A and
Good B. A total of 8,000 direct labor hours
have been spent to produce Good A and Good
B: 5,000 hours with respect to Good A and
3,000 hours with respect to Good B. The
amount of overhead to be allocated is
$6,000,000.

Calculation of the Ratios:

Good A: 5,000 hours/8,000 hours = .625

Good B: 3,000 hours/8,000 hours = .375

Allocation of overhead to Good A and Good B:

Good A: $6,000,000 x .625 = $3,750,000

Good B: $6,000,000 x .375 = $2,250,000
Example 2: Direct Labor Costs

A producer who produces Good A and Good
B may allocate overhead on the basis of di-
rect labor costs incurred in the production of
Good A and Good B. The total direct labor
costs incurred in the production of Good A
and Good B is $60,000: $50,000 with respect to
Good A and $10,000 with respect to Good B.
The amount of overhead to be allocated is
$6,000,000.

Calculation of the Ratios:

Good A: $50,000/$60,000 = .833

Good B: $10,000/$60,000 = .167

Allocation of Overhead to Good A and Good

B:

Good A: $6,000,000 x .833 = $4,998,000

Good B: $6,000,000 x .167 = $1,002,000
Ezxample 3: Units Produced

A producer of Good A and Good B may al-
locate overhead on the basis of units pro-
duced. The total units of Good A and Good B
produced is 150,000: 100,000 units of Good A
and 50,000 units of Good B. The amount of
overhead to be allocated is $6,000,000.

Calculation of the Ratios:

Good A: 100,000 units/150,000 units = .667

Good B: 50,000 units/150,000 units = .333

Allocation of Overhead to Good A and Good

B:

Good A: $6,000,000 x .667 = $4,002,000

Good B: $6,000,000 x .333 = $1,998,000
Example 4: Machine-hours

A producer who produces Good A and Good
B may allocate machine-related overhead on
the basis of machine-hours utilized in the
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production of Good A and Good B. The total
machine-hours utilized for the production of
Good A and Good B is 3,000 hours: 1,200 hours
with respect to Good A and 1,800 hours with
respect to Good B. The amount of machine-
related overhead to be allocated is $6,000,000.

Calculation of the Ratios:

Good A: 1,200 machine-hours/3,000 machine-

hours = .40

Good B: 1,800 machine-hours/3,000 machine-

hours = .60

Allocation of Machine-Related Owverhead to

Good A and Good B:

Good A: $6,000,000 x .40 = $2,400,000

Good B: $6,000,000 x .60 = $3,600,000
Example 5: Sales Dollars or Pesos

A producer who produces Good A and Good
B may allocate overhead on the basis of sales
dollars. The producer sold 2,000 units of Good
A at $4,000 and 200 units of Good B at $3,000.
The amount of overhead to be allocated is
$6,000,000.

Total Sales Dollars for Good A and Good B:

Good A: $4,000 x 2,000 = $8,000,000

Good B: $3,000 x 200 = $600,000

Total Sales Dollars: $8,000,000 + $600,000 =

$8,600,000

Calculation of the Ratios:

Good A: $8,000,000/$8,600,000 = .93

Good B: $600,000/$8,600,000 = .07

Allocation of Overhead to Good A and Good

B:

Good A: $6,000,000 x .93 = $5,580,000

Good B: $6,000,000 x .07 = $420,000
Example 6: Floor Space

A producer who produces Good A and Good
B may allocate overhead relating to utilities
(heat, water and electricity) on the basis of
floor space used in the production and stor-
age of Good A and Good B. The total floor
space used in the production and storage of
Good A and Good B is 100,000 square feet:
40,000 square feet with respect to Good A and
60,000 square feet with respect to Good B.
The amount of overhead to be allocated is
$6,000,000.

Calculation of the Ratios:

Good A: 40,000 square feet/100,000 square

feet = .40

Good B: 60,000 square feet/100,000 square

feet = .60

Allocation of Overhead (Utilities) to Good A

and Good B:

Good A: $6,000,000 x .40 = $2,400,000

Good B: $6,000,000 x .60 = $3,600,000

ADDENDUM B

DIRECT LABOR AND DIRECT MATERIAL
RATIO METHOD

Calculation of Direct Labor and Direct Material
Ratio

For each good produced by the producer, a
direct labor and direct material ratio is cal-
culated in accordance with the following for-
mula:
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DLC+DMC
DLDMR= ———————
TDLC + TDMC

where
DLDMR is the direct labor and direct ma-
terial ratio for the good;
DLC is the direct labor costs of the good;
DMC is the direct material costs of the
good;
TDLC is the total direct labor costs of all
goods produced by the producer; and
TDMC is the total direct material costs of
all goods produced by the producer.
Allocation of Overhead to a Good
Overhead is allocated to a good in accord-
ance with the following formula:
OAG = O x DLDMR
where
OAG is the overhead allocated to the good;
O is the overhead to be allocated; and
DLDMR is the direct labor and direct ma-
terial ratio for the good.
Excluded Costs
Under section 6(11)(b) of this appendix,
where excluded costs are included in over-

head to be allocated to a good, the direct
labor and direct material ratio used to allo-
cate overhead to the good is used to deter-
mine the amount of excluded costs to be sub-
tracted from the overhead allocated to the
good.

““EXAMPLES”’

Example 1:

The following example illustrates the ap-
plication of the direct labor and direct mate-
rial ratio method used by a producer of a
good to allocate overhead where the pro-
ducer chooses to calculate the net cost of the
good in accordance with section 6(11)(a) of
this appendix.

A producer produces Good A and Good B.
Overhead (O) minus excluded costs (EC) is $30
and the other relevant costs are set out in
the following table:

Good A Good B Total
Direct labor costs (DLC) ....... $5 $5 $10
Direct material costs (DMC) . 10 5 15
TOAIS eueerrieietetee ettt $15 $10 $25

Overhead Allocated to Good A

OAG (Good A) = O ($30) x DLDMR ($15/$25)

OAG (Good A) = $18.00
Overhead Allocated to Good B

OAG (Good B) = O ($30) x DLDMR ($10/$25)

OAG (Good B) = $12.00
Example 2:

The following example illustrates the ap-
plication of the direct labor and direct mate-
rial ratio method used by a producer of a
good to allocate overhead where the pro-
ducer chooses to calculate the net cost of the
good in accordance with section 6(11)(b) of
this appendix and where excluded costs are
included in overhead.

A producer produces Good A and Good B.
Overhead (O) is $50 (including excluded costs
(EC) of $20). The other relevant costs are set
out in the table of Example 1.

Overhead Allocated to Good A
OAG (Good A) =[O ($50) x DLDMR. ($15/$25)]
— [EC ($20) x DLDMR ($15/$25)]

OAG (Good A) = $18.00
Overhead Allocated to Good B
OAG (Good B) =[O ($50) x DLDMR ($10/$25)]
— [EC ($20) x DLDMR ($10/$25)]
OAG (Good B) = $12.00

ADDENDUM C

DIRECT COST RATIO METHOD

Direct Overhead

Direct overhead is allocated to a good on
the basis of a method based on the criterion
of benefit, cause or ability to bear.
Indirect Overhead

Indirect overhead is allocated on the basis
of a direct cost ratio.
Calculation of Direct Cost Ratio

For each good produced by the producer, a
direct cost ratio is calculated in accordance
with the following formula:

DLC+DMC+DO

DCR =

TDLC + TDMC +TDO
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where
DCR is the direct cost ratio for the good;
DLC is the direct labor costs of the good;
DMC is the direct material costs of the
good;
DO is the direct overhead of the good;
TDLC is the total direct labor costs of all
goods produced by the producer;
TDMC is the total direct material costs of
all goods produced by the producer; and
TDO is the total direct overhead of all
goods produced by the producer;
Allocation of Indirect Overhead to a Good
Indirect overhead is allocated to a good in
accordance with the following formula:
IOAG =I0 xDCR
where
IOAG is the indirect overhead allocated to
the good;
10 is the indirect overhead of all goods pro-
duced by the producer; and
DCR is the direct cost ratio of the good.
Ezxcluded Costs
Under section 6(11)(b) of this appendix,
where excluded costs are included in
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(a) direct overhead to be allocated to a
good, those excluded costs are subtracted
from the direct overhead allocated to the
good; and

(b) indirect overhead to be allocated to a
good, the direct cost ratio used to allo-
cate indirect overhead to the good is
used to determine the amount of ex-
cluded costs to be subtracted from the
indirect overhead allocated to the good.

“EXAMPLES”’

Example 1:

The following example illustrates the ap-
plication of the direct cost ratio method
used by a producer of a good to allocate indi-
rect overhead where the producer chooses to
calculate the net cost of the good in accord-
ance with section 6(11)(a) of this appendix.

A producer produces Good A and Good B.
Indirect overhead (I0) minus excluded costs
(EC) is $30. The other relevant costs are set
out in the following table:

Good A Good B Total
Direct labor costs (DLC) ....... $5 $5 $10
Direct material costs (DMC) . 10 5 15
Direct overhead (DO) ........... 8 2 10
TOMAIS <. $23 $12 $35

Indirect Overhead Allocated to Good A

IOAG (Good A) = I0 ($30) x DCR ($23/$35)

IOAG (Good A) = $19.711
Indirect Overhead Allocated to Good B

IOAG (Good B) = 10 ($30) x DCR ($12/$35)

IOAG (Good B) = $10.29
Example 2:

The following example illustrates the ap-
plication of the direct cost ratio method
used by a producer of a good to allocate indi-
rect overhead where the producer has chosen
to calculate the net cost of the good in ac-
cordance with section 6(11)(b) of this appen-
dix and where excluded costs are included in
indirect overhead.

A producer produces Good A and Good B.
The indirect overhead (IO) is $50 (including
excluded costs (EC) of $20). The other rel-
evant costs are set out in the table to Exam-
ple 1.

Indirect Overhead Allocated to Good A
IOAG (Good A) = [I0 (850) x DCR ($23/$35)]
— [EC ($20) x DCR ($23/$35)]

IOAG (Good A) = $19.72
Indirect Overhead Allocated to Good B

IOAG (Good B) = [I0 ($50) x DCR ($12/$35)]

— [EC ($20) x DCR (8$12/$35)]

IOAG (Good B) = $10.28

SCHEDULE VIII
VALUE OF MATERIALS
SECTION 1. DEFINITIONS.

(1) For purposes of this Schedule, unless oth-
erwise stated,
“buying commissions’ means fees paid by a
producer to that producer’s agent for the
agent’s services in representing the producer
in the purchase of a material;
‘“‘customs administration’ refers to the cus-
toms administration of the NAFTA country
into whose territory the good, in the produc-
tion of which the material being valued is
used, is imported;
‘“materials of the same class or kind’’ means,
with respect to materials being valued, ma-
terials that are within a group or range of
materials that
(a) is produced by a particular industry or
industry sector, and
(b) includes identical materials or similar
materials;
‘“‘producer”’ refers to
(a) in the case of section 10(1)(b)(i) of these
Regulations, the producer of the listed ma-
terial, and
(b) in any other case, the producer who
used the material in the production of a
good that is subject to a regional value-
content requirement;
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‘‘seller” refers to a person who sells the ma-
terial being valued to the producer.

INTERPRETATION

(2) Where it is to be determined under sec-
tion 9(3) of these Regulations whether the
customs value of a material was determined
in a manner consistent with this Schedule
for purposes of section 9(2) (c) or (d) of these
Regulations, a reference in this Schedule to
“‘producer” shall be read as a reference to
‘“‘person other than the producer who im-
ports the traced material from outside the
territories of the NAFTA countries.

SECTION 2.

(1) Except as provided under subsections (2)
and (3), the transaction value of a material
under Article 402(9)(a) of the Agreement, as
implemented by section 7(1)(b) and sections
9(5) and 10(2) of this appendix, shall be the
price actually paid or payable for the mate-
rial determined in accordance with section 4
and adjusted in accordance with section 5.
(2) There is no transaction value for a mate-
rial where the material is not the subject of
a sale.
(3) The transaction value of a material is un-
acceptable where
(a) there are restrictions on the disposition
or use of the material by the producer,
other than restrictions that
(i) are imposed or required by law or by
the public authorities in the territory of
the NAFTA country in which the pro-
ducer of the good or the seller of the ma-
terial is located,
(ii) limit the geographical area in which
the material may be used, or
(iii) do not substantially affect the value
of the material;
(b) the sale or price actually paid or pay-
able is subject to a condition or consider-
ation for which a value cannot be deter-
mined with respect to the material;
(c) part of the proceeds of any subsequent
disposal or use of the material by the pro-
ducer will accrue directly or indirectly to
the seller, and an appropriate addition to
the price actually paid or payable cannot
be made in accordance with section 5(1)(d);
and
(d) except as provided in section 3, the pro-
ducer and the seller are related persons
and the relationship between them influ-
enced the price actually paid or payable for
the material.
(4) The conditions or considerations referred
to in subsection (3)(b) include the following
circumstances:
(a) the seller establishes the price actually
paid or payable for the material on condi-
tion that the producer will also buy other
materials or goods in specified quantities;
(b) the price actually paid or payable for
the material is dependent on the price or
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prices at which the producer sells other
materials or goods to the seller of the ma-
terial; and
(c) the price actually paid or payable is es-
tablished on the basis of a form of payment
extraneous to the material, such as where
the material is a semi-finished material
that has been provided by the seller to the
producer on condition that the seller will
receive a specified quantity of the finished
material from the producer.
(5) For purposes of subsection (3)(b), condi-
tions or considerations relating to the use of
the material shall not render the transaction
value unacceptable, such as where the pro-
ducer undertakes on the producer’s own ac-
count, even though by agreement with the
seller, activities relating to the warranty of
the material used in the production of a
good.
(6) Where objective and quantifiable data do
not exist with regard to the additions re-
quired to be made to the price actually paid
or payable under section 5(1), the transaction
value cannot be determined under the provi-
sions of section 2(1). For an illustration of
this, a royalty is paid on the basis of the
price actually paid or payable in a sale of a
liter of a particular good that is produced by
using a material that was purchased by the
kilogram and made up into a solution. If the
royalty is based partially on the purchased
material and partially on other factors that
have nothing to do with that material, such
as when the purchased material is mixed
with other ingredients and is no longer sepa-
rately identifiable, or when the royalty can-
not be distinguished from special financial
arrangements between the seller and the pro-
ducer, it would be inappropriate to add the
royalty and the transaction value of the ma-
terial could not be determined. However, if
the amount of the royalty is based only on
the purchased material and can be readily
quantified, an addition to the price actually
paid or payable can be made and the trans-
action value can be determined.

SECTION 3.

(1) In determining whether the transaction
value is unacceptable under section 2(3)(d),
the fact that the seller and the producer are
related persons shall not in itself be grounds
for the customs administration to render the
transaction value unacceptable. In such
cases, the circumstances surrounding the
sale shall be examined and the transaction
value shall be accepted provided that the re-
lationship between the seller and the pro-
ducer did not influence the price actually
paid or payable. Where the customs adminis-
tration has reasonable grounds for consid-
ering that the relationship between the sell-
er and the producer influenced the price, the
customs administration shall communicate
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the grounds to the producer, and that pro-
ducer shall be given a reasonable oppor-
tunity to respond to the grounds commu-
nicated by the customs administration. If
that producer so requests, the customs ad-
ministration shall communicate in writing
the grounds on which it considers that the
relationship between the seller and the pro-
ducer influenced the price actually paid or
payable.

(2) Subsection (1) provides that, where the
seller and the producer are related persons,
the circumstances surrounding the sale shall
be examined and the transaction value shall
be accepted as the value provided that the
relationship between the seller and the pro-
ducer did not influence the price actually
paid or payable. It is not intended under sub-
section (1) that there should be an examina-
tion of the circumstances in all cases where
the seller and the producer are related per-
sons. Such an examination will only be re-
quired where the customs administration has
doubts that the price actually paid or pay-
able is acceptable because of the relationship
between the seller and the producer. Where
the customs administration does not have
doubts that the price actually paid or pay-
able is acceptable, it shall accept that price
without requesting further information. For
an illustration of this, the customs adminis-
tration may have previously examined the
relationship between the seller and the pro-
ducer, or it may already have detailed infor-
mation concerning the relationship between
the seller and the producer, and may already
be satisfied from that examination or infor-
mation that the relationship between them
did not influence the price actually paid or
payable.

(3) In applying subsection (1), where the sell-
er and the producer are related persons and
the customs administration has doubts that
the transaction value is acceptable without
further inquiry, the customs administration
shall give the producer an opportunity to
supply such further information as may be
necessary to enable it to examine the cir-
cumstances surrounding the sale. In such a
case, the customs administration shall ex-
amine the relevant aspects of the sale, in-
cluding the way in which the seller and the
producer organize their commercial rela-
tions and the way in which the price actu-
ally paid or payable by that producer for the
material being valued was arrived at, in
order to determine whether the relationship
between the seller and the producer influ-
enced that price actually paid or payable.
Where it can be shown that the seller and
the producer buy from and sell to each other
as if they were not related persons, the price
actually paid or payable shall be considered
as not having been influenced by the rela-
tionship between them. For an illustration
of this, if the price actually paid or payable
for the material had been settled in a man-
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ner consistent with the normal pricing prac-
tices of the industry in question or with the
way in which the seller settles prices for
sales to unrelated buyers, the price actually
paid or payable shall be considered as not
having been influenced by the relationship
between the producer and the seller. For an-
other illustration of this, where it is shown
that the price actually paid or payable for
the material is adequate to ensure recovery
of the total cost of producing the material
plus a profit that is representative of the
seller’s overall profit realized over a rep-
resentative period of time, such as on an an-
nual basis, in sales of materials of the same
class or kind, the price actually paid or pay-
able shall be considered as not having been
influenced by the relationship between the
seller and the producer.
(4) In a sale between a seller and a producer
who are related persons, the transaction
value shall be accepted and determined in
accordance with section 2(1), wherever the
seller or the producer demonstrates that the
transaction value of the material in that
sale closely approximates one of the fol-
lowing test values that occurs at or about
the same time as the sale and is chosen by
the seller or the producer:
(a) the transaction value in sales to unre-
lated buyers of identical materials or simi-
lar materials, as determined in accordance
with section 2(1);
(b) the value of identical materials or simi-
lar materials, as determined in accordance
with section 9; or
(c) the value of identical materials or simi-
lar materials, as determined in accordance
with section 10.
(5) In applying a test value referred to in
subsection (4), due account shall be taken of
demonstrated differences in commercial lev-
els, quantity levels, the value of the ele-
ments specified in section 5(1)(b) and the
costs incurred by the seller in sales to unre-
lated buyers that are not incurred by the
seller in sales by the seller to a related per-
son.
(6) The application of a test value referred to
in subsection (4) shall be used at the initia-
tive of the seller, or at the initiative of the
producer with the consent of the seller, and
shall be used only for comparison purposes
to determine whether the transaction value
of the material is acceptable. The test value
shall not be used as the transaction value of
that material.
(7) Subsection (4) provides an opportunity for
the seller or the producer to demonstrate
that the transaction value closely approxi-
mates a test value previously accepted by
the customs administration of the NAFTA
country in which the producer is located,
and is therefore acceptable under subsection
(1). Where the application of a test value
under subsection (4) demonstrates that the
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transaction value of the material being val-
ued is acceptable, the customs administra-
tion shall not examine the question of influ-
ence in regard to the relationship between
the seller and the producer under subsection
(1). Where the customs administration al-
ready has sufficient information available,
without further inquiries, that the trans-
action value closely approximates one of the
test values determined under subsection (4),
the seller or the producer is not required to
apply a test value to demonstrate that the
transaction value is acceptable under that
subsection.

(8) A number of factors must be taken into
consideration for the purpose of determining
whether the transaction value of the iden-
tical materials or similar materials closely
approximates the transaction value of the
material being valued. These factors include
the nature of the material, the nature of the
industry itself, the season in which the ma-
terial is sold, and whether the difference in
values is commercially significant. Since
these factors may vary from case to case, it
would be impossible to apply an acceptable
standardized difference such as a fixed
amount or fixed percentage difference in
each case. For an illustration of this, a small
difference in value in a case involving one
type of material could be unacceptable,
while a large difference in a case involving
another type of material might be accept-
able for the purposes of determining whether
the transaction value closely approximates a
test value set out in subsection (4).

SECTION 4.

(1) The price actually paid or payable is the
total payment made or to be made by the
producer to or for the benefit of the seller of
the material. The payment need not nec-
essarily take the form of a transfer of
money: it may be made by letters of credit
or negotiable instruments. Payment may be
made directly or indirectly to the seller. For
an illustration of this, the settlement by the
producer, whether in whole or in part, of a
debt owed by the seller, is an indirect pay-
ment.

(2) Activities undertaken by the producer on
the producer’s own account, other than those
for which an adjustment is provided in sec-
tion 5, shall not be considered to be an indi-
rect payment, even though the activities
might be regarded as being for the benefit of
the seller.

(3) The transaction value shall not include
charges for construction, erection, assembly,
maintenance or technical assistance related
to the use of the material by the producer,
provided that they are distinguished from
the price actually paid or payable.

(4) The flow of dividends or other payments
from the producer to the seller that do not
relate to the purchase of the material are
not part of the transaction value.
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SECTION 5.

(1) In determining the transaction value of
the material, the following shall be added to
the price actually paid or payable:
(a) to the extent that they are incurred by
the producer with respect to the material
being valued and are not included in the
price actually paid or payable,
(i) commissions and brokerage fees, ex-
cept buying commissions, and
(ii) the costs of containers which, for cus-
toms purposes, are classified with the
material under the Harmonized System;
(b) the value, reasonably allocated in ac-
cordance with subsection (12), of the fol-
lowing elements where they are supplied
directly or indirectly to the seller by the
producer free of charge or at reduced cost
for use in connection with the production
and sale of the material, to the extent that
the value is not included in the price actu-
ally paid or payable:
(i) a material, other than an indirect ma-
terial, used in the production of the ma-
terial being valued,
(ii) tools, dies, molds and similar indirect
materials used in the production of the
material being valued,
(iii) an indirect material, other than
those referred to in subparagraph (ii) or
in paragraphs (c), (e) or (f) of the defini-
tion ‘‘indirect material” set out in Arti-
cle 415 of the Agreement, as implemented
by section 2(1) of this appendix, used in
the production of the material being val-
ued, and
(iv) engineering, development, artwork,
design work, and plans and sketches per-
formed outside the territory of the
NAFTA country in which the producer is
located that are necessary for the pro-
duction of the material being valued;
(c) the royalties related to the material,
other than charges with respect to the
right to reproduce the material in the ter-
ritory of the NAFTA country in which the
producer is located that the producer must
pay directly or indirectly as a condition of
sale of the material, to the extent that
such royalties are not included in the price
actually paid or payable; and
(d) the value of any part of the proceeds of
any subsequent disposal or use of the ma-
terial that accrues directly or indirectly to
the seller.
(2) The additions referred to in subsection (1)
shall be made to the price actually paid or
payable under this section only on the basis
of objective and quantifiable data.
(3) Where objective and quantifiable data do
not exist with regard to the additions re-
quired to be made to the price actually paid
or payable under subsection (1), the trans-
action value cannot be determined under
section 2(1).
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(4) No additions shall be made to the price
actually paid or payable for the purpose of
determining the transaction value except as
provided in this section.
(5) The amounts to be added under sub-
section (1)(a) shall be those amounts that are
recorded on the books of the producer.
(6) The value of the elements referred to in
subsection (1)(b)(i) shall be
(a) where the elements are imported from
outside the territory of the NAFTA coun-
try in which the seller is located, the cus-
toms value of the elements,
(b) where the producer, or a related person
on behalf of the producer, purchases the
elements from an unrelated person in the
territory of the NAFTA country in which
the seller is located, the price actually
paid or payable for the elements,
(c) where the producer, or a related person
on behalf of the producer, acquires the ele-
ments from an unrelated person in the ter-
ritory of the NAFTA country in which the
seller is located other than through a pur-
chase, the value of the consideration re-
lated to the acquisition of the elements,
based on the cost of the consideration that
is recorded on the books of the producer or
the related person, or
(d) where the elements are produced by the
producer, or by a related person, in the ter-
ritory of the NAFTA country in which the
seller is located, the total cost of the ele-
ments, determined in accordance with sub-
section (7),
and shall include the following costs, that
are recorded on the books of the producer or
the related person supplying the elements on
behalf of the producer, to the extent that
such costs are not included under paragraph
(a) through (d):
(e) the costs of freight, insurance, packing,
and all other costs incurred in trans-
porting the elements to the location of the
seller,
(f) duties and taxes paid or payable with
respect to the elements, other than duties
and taxes that are waived, refunded, re-
fundable or otherwise recoverable, includ-
ing credit against duty or tax paid or pay-
able,
(g) customs brokerage fees, including the
cost of in-house customs brokerage serv-
ices, incurred with respect to the elements,
and
(h) the cost of waste and spoilage resulting
from the use of the elements in the produc-
tion of the material, minus the value of re-
usable scrap or by-product.
(7T) For the purposes of subsection (6)(d), the
total cost of the elements referred to in sub-
section (1)(b)(i) shall be
(a) where the elements are produced by the
producer, at the choice of the producer,
(i) the total cost incurred with respect to
all goods produced by the producer, cal-
culated on the basis of the costs that are
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recorded on the books of the producer,
that can be reasonably allocated to the
elements in accordance with Schedule
VII, or
(ii) the aggregate of each cost incurred
by the producer that forms part of the
total cost incurred with respect to the
elements, calculated on the basis of the
costs that are recorded on the books of
the producer, that can be reasonably al-
located to the elements in accordance
with Schedule VII; and
(b) where the elements are produced by a
person who is related to the producer, at
the choice of the producer,
(i) the total cost incurred with respect to
all goods produced by that related per-
son, calculated on the basis of the costs
that are recorded on the books of that
person, that can be reasonably allocated
to the elements in accordance with
Schedule VII, or
(ii) the aggregate of each cost incurred
by that related person that forms part of
the total cost incurred with respect to
the elements, calculated on the basis of
the costs that are recorded on the books
of that person, that can be reasonably al-
located to the elements in accordance
with Schedule VII.
(8) Except as provided in subsections (10) and
(11), the value of the elements referred to in
subsections (1)(b)(ii) through (iv) shall be
(a) the cost of those elements that is re-
corded on the books of the producer; or
(b) where such elements are provided by
another person on behalf of the producer
and the cost is not recorded on the books
of the producer, the cost of those elements
that is recorded on the books of that other
person.
(9) Where the elements referred to in sub-
sections (1)(b)(ii) through (iv) were pre-
viously used by or on behalf of the producer,
the value of the elements shall be adjusted
downward to reflect that use.
(10) Where the elements referred to in sub-
sections (1)(b)(ii) and (iii) were leased by the
producer or a person related to the producer,
the value of the elements shall be the cost of
the lease that is recorded on the books of the
producer or that related person.
(11) No addition shall be made to the price
actually paid or payable for the elements re-
ferred to in subsection (1)(b)(iv) that are
available in the public domain, other than
the cost of obtaining copies of them.
(12) The producer shall choose the method of
allocating to the material the value of the
elements referred to in subsections (1)(b)(ii)
through (iv), provided that the value is rea-
sonably allocated to the material in a man-
ner appropriate to the circumstances. The
methods the producer may choose to allocate
the value include allocating the value over
the number of units produced up to the time
of the first shipment or allocating the value
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over the entire anticipated production where
contracts or firm commitments exist for
that production. For an illustration of this,
a producer provides the seller with a mold to
be used in the production of the material and
contracts with the seller to buy 10,000 units
of that material. By the time the first ship-
ment of 1,000 units arrives, the seller has al-
ready produced 4,000 units. In these cir-
cumstances, the producer may choose to al-
locate the value of the mold over 4,000 units
or 10,000 units but shall not choose to allo-
cate the value of the elements to the first
shipment of 1,000 units. The producer may
choose to allocate the entire value of the ele-
ments to a single shipment of material only
where that single shipment comprises all of
the units of the material acquired by the
producer under the contract or commitment
for that number of units of the material be-
tween the seller and the producer.

(13) The addition for the royalties referred to
in subsection (1)(c) shall be the payment for
the royalties that is recorded on the books of
the producer, or where the payment for the
royalties is recorded on the books of another
person, the payment for the royalties that is
recorded on the books of that other person.
(14) The value of the proceeds referred to in
subsection (1)(d) shall be the amount that is
recorded for such proceeds on the books of
the producer or the seller.

SECTION 6.

(1) If there is no transaction value under sec-
tion 2(2) or the transaction value is unac-
ceptable under section 2(3), the value of the
material, referred to in Article 402(9)(b) of
the Agreement, as implemented by section
T(1)(b)(ii) of part IV of this appendix, shall be
the transaction value of identical materials
sold, at or about the same time as the mate-
rial being valued was shipped to the pro-
ducer, to a buyer located in the same coun-
try as the producer.

(2) In applying this section, the transaction
value of identical materials in a sale at the
same commercial level and in substantially
the same quantity of materials as the mate-
rial being valued shall be used to determine
the value of the material. Where no such sale
is found, the transaction value of identical
materials sold at a different commercial
level or in different quantities, adjusted to
take into account the differences attrib-
utable to the commercial level or quantity,
shall be used, provided that such adjust-
ments can be made on the basis of evidence
that clearly establishes that the adjustment
is reasonable and accurate, whether the ad-
justment leads to an increase or a decrease
in the value.

(3) A condition for adjustment under sub-
section (2) because of different commercial
levels or different quantities is that such ad-
justment be made only on the basis of evi-
dence that clearly establishes that an adjust-
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ment is reasonable and accurate. For an il-
lustration of this, a bona fide price list con-
tains prices for different quantities. If the
material being valued consists of a shipment
of 10 units and the only identical materials
for which a transaction value exists involved
a sale of 500 units, and it is recognized that
the seller grants quantity discounts, the re-
quired adjustment may be accomplished by
resorting to the seller’s bona fide price list
and using the price applicable to a sale of 10
units. This does not require that sales had to
have been made in quantities of 10 as long as
the price list has been established as being
bona fide through sales at other quantities.
In the absence of such an objective measure,
however, the determination of a value under
this section is not appropriate.

(4) If more than one transaction value of
identical materials is found, the lowest such
value shall be used to determine the value of
the material under this section.

SECTION 7.

(1) If there is no transaction value under sec-
tion 2(2) or the transaction value is unac-
ceptable under section 2(3), and the value of
the material cannot be determined under
section 6, the value of the material, referred
to in Article 402(9)(b) of the Agreement, as
implemented by section 7(1)(b)(ii) of part IV
of this appendix, shall be the transaction
value of similar materials sold, at or about
the same time as the material being valued
was shipped to the producer, to a buyer lo-
cated in the same country as the producer.
(2) In applying this section, the transaction
value of similar materials in a sale at the
same commercial level and in substantially
the same quantity of materials as the mate-
rial being valued shall be used to determine
the value of the material. Where no such sale
is found, the transaction value of similar
materials sold at a different commercial
level or in different quantities, adjusted to
take into account the differences attrib-
utable to the commercial level or quantity,
shall be used, provided that such adjust-
ments can be made on the basis of evidence
that clearly establishes that the adjustment
is reasonable and accurate, whether the ad-
justment leads to an increase or a decrease
in the value.

(3) A condition for adjustment under sub-
section (2) because of different commercial
levels or different quantities is that such ad-
justment be made only on the basis of evi-
dence that clearly establishes that an adjust-
ment is reasonable and accurate. For an il-
lustration of this, a bona fide price list con-
tains prices for different quantities. If the
material being valued consists of a shipment
of 10 units and the only similar materials for
which a transaction value exists involved a
sale of 500 units, and it is recognized that the
seller grants quantity discounts, the re-
quired adjustment may be accomplished by
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resorting to the seller’s bona fide price list
and using the price applicable to a sale of 10
units. This does not require that sales had to
have been made in quantities of 10 as long as
the price list has been established as being
bona fide through sales at other quantities.
In the absence of such an objective measure,
however, the determination of a value under
this section is not appropriate.

(4) If more than one transaction value of
similar materials is found, the lowest such
value shall be used to determine the value of
the material under this section.

SECTION 8.

If there is no transaction value under sec-
tion 2(2) or the transaction value is unac-
ceptable under section 2(3), and the value of
the material cannot be determined under
section 6 or 7, the value of the material, re-
ferred to in Article 402(9)(b) of the Agree-
ment, as implemented by section 7(1)(b)(ii) of
part IV of this appendix, shall be determined
under section 9 or, when the value cannot be
determined under that section, under section
10 except that, at the request of the pro-
ducer, the order of application of sections 9
and 10 shall be reversed.

SECTION 9.

(1) Under this section, if identical materials
or similar materials are sold in the territory
of the NAFTA country in which the producer
is located, in the same condition as the ma-
terial was in when received by the producer,
the value of the material, referred to in Arti-
cle 402(9)(b) of the Agreement, as imple-
mented by section 7(1)(b)(ii) of part IV of this
appendix, shall be based on the unit price at
which those identical materials or similar
materials are sold, in the greatest aggregate
quantity by the producer or, where the pro-
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ducer does not sell those identical materials
or similar materials, by a person at the same
trade level as the producer, at or about the
same time as the material being valued is re-
ceived by the producer, to persons located in
that territory who are not related to the
seller, subject to deductions for the fol-
lowing:
(a) either the amount of commissions usu-
ally earned or the amount generally re-
flected for profit and general expenses, in
connection with sales, in the territory of
that NAFTA country, of materials of the
same class or kind as the material being
valued; and
(b) taxes, if included in the unit price, pay-
able in the territory of that NAFTA coun-
try, which are either waived, refunded or
recoverable by way of credit against taxes
actually paid or payable.
(2) If neither identical materials nor similar
materials are sold at or about the same time
the material being valued is received by the
producer, the value shall, subject to the de-
ductions provided for under subsection (1), be
based on the unit price at which identical
materials or similar materials are sold in
the territory of the NAFTA country in which
the producer is located, in the same condi-
tion as the material was in when received by
the producer, at the earliest date within 90
days after the date the material being valued
was received by the producer.
(3) The expression ‘‘unit price at which those
identical materials or similar materials are
sold, in the greatest aggregate quantity” in
subsection (1) means the price at which the
greatest number of units is sold in sales be-
tween unrelated persons. For an illustration
of this, materials are sold from a price list
which grants favorable unit prices for pur-
chases made in larger quantities.

Total quantity
Sale quantity Unit price Number of sales sold at each
price

1-10 units ... 100 | 10 sales of 5 units . 65
5 sales of 3 UNItS .....cccceeviiieiiiiccn | s

11-25 UNits ..o 95 | 5 sales of 11 units . 55
1 sale 0f 20 UNIS ..o | e

Over 25 UNItS ...cccovvveeeiiiieiieece 90 | 1 sale of 30 units 80
1 sale of 50 UNIS ......c.coevriiiiciiiccccccccccneins | e

The greatest number of units sold at a par-
ticular price is 80; therefore, the unit price in
the greatest aggregate quantity is 90.

As another illustration of this, two sales
occur. In the first sale 500 units are sold at
a price of 95 currency units each. In the sec-
ond sale 400 units are sold at a price of 90
currency units each. In this illustration, the
greatest number of units sold at a particular
price is 500; therefore, the unit price in the
greatest aggregate quantity is 95.

(4) Any sale to a person who supplies, di-
rectly or indirectly, free of charge or at re-
duced cost for use in connection with the
production of the material, any of the ele-
ments specified in section 5(1)(b), shall not
be taken into account in establishing the
unit price for the purposes of this section.

(5) The amount generally reflected for profit
and general expenses referred to in sub-
section (1)(a) shall be taken as a whole. The
figure for the purposes of deducting an
amount for profit and general expenses shall
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be determined on the basis of information
supplied by or on behalf of the producer un-
less the figures provided by the producer are
inconsistent with those usually reflected in
sales, in the country in which the producer is
located, of materials of the same class or
kind as the material being valued. Where the
figures provided by the producer are incon-
sistent with those figures, the amount for
profit and general expenses shall be based on
relevant information other than that sup-
plied by or on behalf of the producer.

(6) For the purposes of this section, general
expenses are the direct and indirect costs of
marketing the material in question.

(7) In determining either the commissions
usually earned or the amount generally re-
flected for profit and general expenses under
this section, the question as to whether cer-
tain materials are materials of the same
class or kind as the material being valued
shall be determined on a case-by-case basis
with reference to the circumstances in-
volved. Sales in the country in which the
producer is located of the narrowest group or
range of materials of the same class or kind
as the material being valued, for which the
necessary information can be provided, shall
be examined. For the purposes of this sec-
tion, ‘“‘materials of the same class or kind”
includes materials imported from the same
country as the material being valued as well
as materials imported from other countries
or acquired within the territory of the
NAFTA country in which the producer is lo-
cated.

(8) For the purposes of subsection (2), the
earliest date shall be the date by which sales
of identical materials or similar materials
are made, in sufficient quantity to establish
the unit price, to other persons in the terri-
tory of the NAFTA country in which the pro-
ducer is located.

SECTION 10.

(1) Under this section, the value of a mate-
rial, referred to in Article 402(9)(b) of the
Agreement, as implemented by section
T(1)(b)(ii) of part IV of this appendix, shall be
the sum of
(a) the cost or value of the materials used
in the production of the material being
valued, as determined on the basis of the
costs that are recorded on the books of the
producer of the material,
(b) the cost of producing the material
being valued, as determined on the basis of
the costs that are recorded on the books of
the producer of the material, and
(c) an amount for profit and general ex-
penses equal to that usually reflected in
sales
(i) where the material being valued is im-
ported by the producer into the territory
of the NAFTA country in which the pro-
ducer is located, to persons located in
the territory of the NAFTA country in
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which the producer is located by pro-
ducers of materials of the same class or
kind as the material being valued who
are located in the country in which the
material is produced, and
(ii) where the material being valued is
acquired by the producer from another
person located in the territory of the
NAFTA country in which the producer is
located, to persons located in the terri-
tory of the NAFTA country in which the
producer is located by producers of mate-
rials of the same class or kind as the ma-
terial being valued who are located in
the country in which the producer is lo-
cated,
(d) the value of elements referred to in sec-
tion 5(1)(b)(i), determined in accordance
with section 5(6), and
(e) the value of elements referred to in sec-
tions 5(1)(b)(ii) through (iv), determined in
accordance with section 5(8) and reason-
ably allocated to the material in accord-
ance with section 5(12).
(2) For purposes of subsections (1)(a) and (b),
where the costs recorded on the books of the
producer of the material relate to the pro-
duction of other goods and materials as well
as to the production of the material being
valued, the costs referred to in subsections
(I)(a) and (b) with respect to the material
being valued shall be those costs recorded on
the books of the producer of the material
that can be reasonably allocated to that ma-
terial in accordance with Schedule VII.
(3) The amount for profit and general ex-
penses referred to in subsection (1)(c) shall
be determined on the basis of information
supplied by or on behalf of the producer of
the material being valued unless the profit
and general expenses figures that are sup-
plied with that information are inconsistent
with those usually reflected in sales by pro-
ducers of materials of the same class or kind
as the material being valued who are located
in the country in which the material is pro-
duced or the producer is located, as the case
may be. The information supplied shall be
prepared in a manner consistent with gen-
erally accepted accounting principles of the
country in which the material being valued
is produced. Where the material is produced
in the territory of a NAFTA country, the in-
formation shall be prepared in accordance
with the Generally Accepted Accounting
Principles set out in the authorities listed
for that NAFTA country in Schedule XII.
(4) For purposes of subsection (1)(c) and sub-
section (3), general expenses means the di-
rect and indirect costs of producing and sell-
ing the material that are not included under
subsections (1)(a) and (b).
(6) For purposes of subsection (3), the
amount for profit and general expenses shall
be taken as a whole. Where, in the informa-
tion supplied by or on behalf of the producer
of a material, the profit figure is low and the
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general expenses figure is high, the profit
and general expense figures taken together
may nevertheless be consistent with those
usually reflected in sales of materials of the
same class or kind as the material being val-
ued. Where the producer of a material can
demonstrate that it is taking a nil or low
profit on its sales of the material because of
particular commercial circumstances, its ac-
tual profit and general expense figures shall
be taken into account, provided that the pro-
ducer of the material has valid commercial
reasons to justify them and its pricing policy
reflects usual pricing policies in the branch
of industry concerned. For an illustration of
this, such a situation might occur where pro-
ducers have been forced to lower prices tem-
porarily because of an unforeseeable drop in
demand, or where the producers sell the ma-
terial to complement a range of materials
and goods being produced in the country in
which the material is sold and accept a low
profit to maintain competitiveness. A fur-
ther illustration is where a material was
being launched and the producer accepted a
nil or low profit to offset high general ex-
penses associated with the launch.

(6) Where the figures for the profit and gen-
eral expenses supplied by or on behalf of the
producer of the material are not consistent
with those usually reflected in sales of mate-
rials of the same class or kind as the mate-
rial being valued that are made by other pro-
ducers in the country in which that material
is sold, the amount for profit and general ex-
penses may be based on relevant information
other than that supplied by or on behalf of
the producer of the material.

(7) Where a customs administration uses in-
formation other than that supplied by or on
behalf of the producer of the material for the
purposes of determining the value of a mate-
rial under this section, the customs adminis-
tration shall communicate to the producer,
if that producer so requests, the source of
such information, the data used and the cal-
culations based upon such data, subject to
the provisions on confidentiality under Arti-
cle 507 of the Agreement, as implemented in
each NAFTA country.

(8) Whether certain materials are of the
same class or kind as the material being val-
ued shall be determined on a case-by-case
basis with reference to the circumstances in-
volved. For purposes of determining the
amount for profit and general expenses usu-
ally reflected under the provisions of this
section, sales of the narrowest group or
range of materials of the same class or kind,
which includes the material being valued, for
which the necessary information can be pro-
vided, shall be examined. For the purposes of
this section, the materials of the same class
or kind must be from the same country as
the material being valued.
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SECTION 11.

(1) Where there is no transaction value under
section 2(2) or the transaction value is unac-
ceptable under section 2(3), and the value of
the materials cannot be determined under
sections 6 through 10, the value of the mate-
rial, referred to in Article 402(9)(b) of the
Agreement, as implemented by section
T(1)(b)(di) of part IV of this appendix, shall be
determined under this section using reason-
able means consistent with the principles
and general provisions of this Schedule and
on the basis of data available in the country
in which the producer is located.
(2) The value of the material determined
under this section shall not be determined on
the basis of
(a) a valuation system which provides for
the acceptance of the higher of two alter-
native values;
(b) a cost of production other than the
value determined in accordance with sec-
tion 10;
(¢) minimum values;
(d) arbitrary or fictitious values;
(e) where the material is produced in the
territory of the NAFTA country in which
the producer is located, the price of the
material for export from that territory; or
(f) where the material is imported, the
price of the material for export to a coun-
try other than to the territory of the
NAFTA country in which the producer is
located.
(3) To the greatest extent possible, the value
of the material determined under this sec-
tion shall be based on the methods of valu-
ation set out in sections 2 through 10, but a
reasonable flexibility in the application of
such methods would be in conformity with
the aims and provisions of this section. For
an illustration of this, under section 6, the
requirement that the identical materials
should be sold at or about the same time as
the time the material being valued is
shipped to the producer could be flexibly in-
terpreted. Similarly, identical materials pro-
duced in a country other than the country in
which the material is produced could be the
basis for determining the value of the mate-
rial, or the value of identical materials al-
ready determined under section 9 could be
used. For another illustration, under section
7, the requirement that the similar materials
should be sold at or about the same time as
the material being valued are shipped to the
producer could be flexibly interpreted. Like-
wise, similar materials produced in a coun-
try other than the country in which the ma-
terial is produced could be the basis for de-
termining the value of the material, or the
value of similar materials already deter-
mined under the provisions of section 9 could
be used. For a further illustration, under sec-
tion 9, the ninety days requirement could be
administered flexibly.

490



U.S. Customs and Border Protection, DHS; Treasury

SCHEDULE IX

METHODS FOR DETERMINING THE
VALUE OF NON-ORIGINATING MATE-
RIALS THAT ARE IDENTICAL MATE-
RIALS AND THAT ARE USED IN THE
PRODUCTION OF A GOOD

DEFINITIONS AND INTERPRETATION

SECTION 1. DEFINITIONS.

For purposes of this Schedule,
“FIFO method” means the method by which
the value of non-originating materials first
received in materials inventory, determined
in accordance with section 7 of this appen-
dix, is considered to be the value of non-orig-
inating materials used in the production of
the good first shipped to the buyer of the
good;
‘‘identical materials’® means, with respect to
a material, materials that are the same as
that material in all respects, including phys-
ical characteristics, quality and reputation
but excluding minor differences in appear-
ance;
“LIFO method” means the method by which
the value of non-originating materials last
received in materials inventory, determined
in accordance with section 7 of this appen-
dix, is considered to be the value of non-orig-
inating materials used in the production of
the good first shipped to the buyer of the
good;
‘“‘materials inventory’ means, with respect
to a single plant of the producer of a good,
an inventory of non-originating materials
that are identical materials and that are
used in the production of the good; and
“rolling average method’’ means the method
by which the value of non-originating mate-
rials used in the production of a good that is
shipped to the buyer of the good is based on
the average value, calculated in accordance
with section 4, of the non-originating mate-
rials in materials inventory.

GENERAL

SECTION 2.

For purposes of sections 5(11) and (12) and
6(10) of this appendix, the following are the
methods for determining the value of non-
originating materials that are identical ma-
terials and are used in the production of a
good:

(a) FIFO method;

(b) LIFO method; and

(c) rolling average method.

SECTION 3.

(1) Where a producer of a good chooses, with
respect to non-originating materials that are
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identical materials, any of the methods re-
ferred to in section 2, the producer may not
use another of those methods with respect to
any other non-originating materials that are
identical materials and that are used in the
production of that good or in the production
of any other good.

(2) Where a producer of a good produces the
good in more than one plant, the method
chosen by the producer shall be used with re-
spect to all plants of the producer in which
the good is produced.

(3) The method chosen by the producer to de-
termine the value of non-originating mate-
rials may be chosen at any time during the
producer’s fiscal year and may not be
changed during that fiscal year.

AVERAGE VALUE FOR ROLLING AVERAGE
METHOD

SECTION 4.

(1) The average value of non-originating ma-
terials that are identical materials and that
are used in the production of a good that is
shipped to the buyer of the good is cal-
culated by dividing
(a) the total value of non-originating mate-
rials that are identical materials in mate-
rials inventory prior to the shipment of
the good, determined in accordance with
section 7 of this appendix,
by
(b) the total units of those non-originating
materials in materials inventory prior to
the shipment of the good.
(2) The average value calculated under sub-
section (1) is applied to the remaining units
of non-originating materials in materials in-
ventory.

ADDENDUM

“EXAMPLES” ILLUSTRATING THE AP-
PLICATION OF THE METHODS FOR DE-
TERMINING THE VALUE OF NON-ORIGI-
NATING MATERIALS THAT ARE IDEN-
TICAL MATERIALS AND THAT ARE
USED IN THE PRODUCTION OF A
GOOD

The following ‘‘examples’ are based on the
figures set out in the table below and on the
following assumptions:

(a) Materials A are non-originating mate-

rials that are identical materials that are

used in the production of Good A;

(b) one unit of Materials A is used to

produce one unit of Good A;

(c) all other materials used in the produc-

tion of Good A are originating materials;

and

(d) Good A is produced in a single plant.
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Materials inventory Sales
(Receipts of materials A) (Shipments of
Date good A)
(/DY) Quantity Unit Quantity
(units) cost* (units)
01/01/94 ... 200 $1.05
01/03/94 1,000 1.00
01/05/94 1,000 1.10
01/08/94 500
01/09/94 500
01/10/94 1,000 1.05
01/14/94 1,500
01/16/94 2,000 1.10
01/18/94 ... 1,500

*Unit cost is determined in accordance with section 7 of this appendix.

Ezxample 1: FIFO method

By applying the FIFO method:
(1) the 200 units of Materials A received on
01/01/94 and valued at $1.05 per unit and 300
units of the 1,000 units of Material A received
on 01/03/94 and valued at $1.00 per unit are
considered to have been used in the produc-
tion of the 500 units of Good A shipped on 01/
08/94; therefore, the value of the non-origi-
nating materials used in the production of
those goods is considered to be $510 [(200 unit
x $1.05) + ($300 units x $1.00)];
(2) 500 units of the remaining 700 units of Ma-
terials A received on 01/03/94 and valued at
$1.00 per unit are considered to have been
used in the production of the 500 units of
Good A shipped on 01/09/94; therefore, the
value of the non-originating materials used
in the production of those goods is consid-
ered to be $500 (500 units x $1.00);
(3) the remaining 200 units of the 1,000 of Ma-
terials A received on 01/03/94 and valued at
$1.00 per unit, the 1,000 units of Materials A
received on 01/05/94 and valued at $1.10 per
unit, and 300 units of the 1,000 Materials A
received on 01/10/94 and valued at $1.05 per
unit are considered to have been used in the
production of the 1,500 units of Good A
shipped on 01/14/94; therefore, the value of
non-originating materials used in the pro-
duction of those goods is considered to be
$1,615 [(200 units x $1.00) + (1,000 units x $1.10)
+ (300 units x $1.05)]; and
(4) the remaining 700 units of the 1,000 units
of Materials A received on 01/10/94 and valued
at $1.05 per unit and 800 units of the 2,000
units of Materials A received on 01/16/94 and
valued at $1.10 per unit are considered to
have been used in the production of the 1,500
units of Good A shipped on 01/18/94; therefore,
the value of non-originating materials used
in the production of those goods is consid-
ered to be $1,615 [(700 x $1.05) + (800 x $1.10)].

Example 2: LIFO method

By applying the LIFO method:
(1) 500 units of the 1,000 units of Materials A
received on 01/05/94 and valued at $1.10 per
unit are considered to have been used in the
production of the 500 units of Good A shipped
on 01/08/94; therefore, the value of the non-
originating materials used in the production
of those goods is considered to be $550 (500
units x $1.10);
(2) the remaining 500 units of the 1,000 units
of Materials A received on 01/05/94 and valued
at $1.10 per unit are considered to have been
used in the production of the 500 units of
Good A shipped on 01/09/94; therefore, the
value of non-originating materials used in
the production of those goods is considered
to be $550 (500 units x $1.10);
(3) the 1,000 units of Materials A received on
01/10/94 and valued at $1.05 per unit and 500
units of the 1,000 units of Material A received
on 01/03/94 and valued at $1.00 per unit are
considered to have been used in the produc-
tion of the 1,500 units of Good A shipped on
01/14/94; therefore, the value of non-origi-
nating materials used in the production of
those goods is considered to be $1,550 [(1,000
units x $1.05) + (500 units x $1.00)]; and
(4) 1,500 units of the 2,000 units of Materials
A received on 01/16/94 and valued at $1.10 per
unit are considered to have been used in the
production of the 1,500 units of Good A
shipped on 01/18/94; therefore, the value of
non-originating materials used in the pro-
duction of those goods is considered to be
$1,650 (1,500 units x $1.10).
Ezxample 3: Rolling average method

The following table identifies the average
value of non-originating Materials A as de-
termined under the rolling average method.
For purposes of this example, a new average
value of non-originating Materials A is cal-
culated after each receipt.

Materials inventory

Date
(M/D/Y)

Quantity

(units) Total value

Unit cost*

Beginning Inventory 1/1/94

200 $1.05 $210
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Materials inventory

(MD/ES%) Q(ﬂ?ﬂgy Unit cost* Total value
Receipt .. 1/3/94 1,000 1.00 1,000
AVERAGE VALUE 1,200 1.008 1,210
Receipt .. 1/5/94 1,000 1.10 1,100
AVERAGE VALUE 2,200 1.05 2,310
Shipment 1/8/94 500 1.05 525
AVERAGE VALUE 1,700 1.05 1,785
Shipment 1/9/94 500 1.05 525
AVERAGE VALUE 1,200 1.05 1,260
Receipt .. 1/16/94 2,000 1.10 2,200
AVERAGE VALUE 3,200 1.08 3,460

* Unit cost is determined in accordance with section 7 of this appendix.

By applying the rolling average method:

(1) the value of non-originating materials
used in the production of the 500 units of
Good A shipped on 01/08/94 is considered to be
$525 (500 units x $1.05); and

(2) the value of non-originating materials
used in the production of the 500 units of
Good A shipped on 01/09/94 is considered to be
$525 (500 units x $1.05).

SCHEDULE X
INVENTORY MANAGEMENT METHODS
PART I
FUNGIBLE MATERIALS
DEFINITIONS AND INTERPRETATION

SECTION 1. DEFINITIONS.

For purposes of this part,
‘“‘average method” means the method by
which the origin of fungible materials with-
drawn from materials inventory is based on
the ratio, calculated under section 5, of orig-
inating materials and non-originating mate-
rials in materials inventory;
“FIFO method” means the method by which
the origin of fungible materials first received
in materials inventory is considered to be
the origin of fungible materials first with-
drawn from materials inventory;
“LIFO method” means the method by which
the origin of fungible materials last received
in materials inventory is considered to be
the origin of fungible materials first with-
drawn from materials inventory;
‘“‘materials inventory’ means,
(a) with respect to a producer of a good, an
inventory of fungible materials that are
used in the production of the good, and
(b) with respect to a person from whom the
producer of the good acquired those fun-
gible materials, an inventory from which
fungible materials are sold or otherwise
transferred to the producer of the good;
‘“‘opening inventory’’ means the materials in-
ventory at the time an inventory manage-
ment method is chosen;

‘“‘origin identifier” means any mark that
identifies fungible materials as originating
materials or non-originating materials.

GENERAL

SECTION 2.

The inventory management methods for
determining whether fungible materials re-
ferred to in section 7(16)(a) of this appendix
are originating materials are the following:

(a) specific identification method;

(b) FIFO method;

(c) LIFO method; and

(d) average method.

SECTION 3.

A producer of a good, or a person from
whom the producer acquired the fungible
materials that are used in the production of
the good, may choose only one of the inven-
tory management methods referred to in sec-
tion 2, and, if the averaging method is cho-
sen, only one averaging period in each fiscal
year of that producer or person for the mate-
rials inventory.

SPECIFIC IDENTIFICATION METHOD

SECTION 4.

(1) Except as otherwise provided under sub-
section (2), where the producer or person re-
ferred to in section 3 chooses the specific
identification method, the producer or per-
son shall physically segregate, in materials
inventory, originating materials that are
fungible materials from non-originating ma-
terials that are fungible materials.

(2) Where originating materials or non-origi-
nating materials that are fungible materials
are marked with an origin identifier, the
producer or person need not physically seg-
regate those materials under subsection (1) if
the origin identifier remains visible through-
out the production of the good.
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AVERAGE METHOD

SECTION 5.

Where the producer or person referred to in
section 3 chooses the average method, the or-
igin of fungible materials withdrawn from
materials inventory is determined on the
basis of the ratio of originating materials
and non-originating materials in materials
inventory that is calculated under sections 6
through 8.

SECTION 6.

(1) Except as otherwise provided in sections
7 and 8, the ratio is calculated with respect
to a month or three-month period, at the
choice of the producer or person, by dividing
(a) the sum of
(i) the total units of originating mate-
rials or non-originating materials that
are fungible materials and that were in
materials inventory at the beginning of
the preceding one-month or three-month
period, and
(ii) the total units of originating mate-
rials or non-originating materials that
are fungible materials and that were re-
ceived in materials inventory during
that preceding one-month or three-
month period,
by
(b) the sum of
(i) the total units of originating mate-
rials and non-originating materials that
are fungible materials and that were in
materials inventory at the beginning of
the preceding one-month or three-month
period, and
(ii) the total units of originating mate-
rials and non-originating materials that
are fungible materials and that were re-
ceived in materials inventory during
that preceding one-month or three-
month period.
(2) The ratio calculated with respect to a
preceding month or three-month period
under subsection (1) is applied to the fun-
gible materials remaining in materials in-
ventory at the end of the preceding month or
three-month period.

SECTION 7.

(1) Where the good is subject to a regional
value-content requirement and the regional
value content is calculated under the net
cost method and the producer or person
chooses to average over a period under sec-
tions 6(15), 11(1), (3) or (6), 12(1) or 13(4) of
this appendix, the ratio is calculated with re-
spect to that period by dividing
(a) the sum of

(i) the total units of originating mate-

rials or non-originating materials that

are fungible materials and that were in

materials inventory at the beginning of

the period, and
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(ii) the total units of originating mate-
rials or non-originating materials that
are fungible materials and that were re-
ceived in materials inventory during
that period,
by
(b) the sum of
(i) the total units of originating mate-
rials and non-originating materials that
are fungible materials and that were in
materials inventory at the beginning of
the period, and
(ii) the total units of originating mate-
rials and non-originating materials that
are fungible materials and that were re-
ceived in materials inventory during
that period.
(2) The ratio calculated with respect to a pe-
riod under subsection (1) is applied to the
fungible materials remaining in materials
inventory at the end of the period.

SECTION 8.

(1) Where the good is subject to a regional
value-content requirement and the regional
value content of that good is calculated
under the transaction value method or the
net cost method, the ratio is calculated with
respect to each shipment of the good by di-
viding
(a) the total units of originating materials
or non-originating materials that are fun-
gible materials and that were in materials
inventory prior to the shipment,
by
(b) the total units of originating materials
and non-originating materials that are
fungible materials and that were in mate-
rials inventory prior to the shipment.
(2) The ratio calculated with respect to a
shipment of a good under subsection (1) is
applied to the fungible materials remaining
in materials inventory after the shipment.

MANNER OF DEALING WITH OPENING
INVENTORY

SECTION 9.

(1) Except as otherwise provided under sub-
sections (2) and (3), where the producer or
person referred to in section 3 has fungible
materials in opening inventory, the origin of
those fungible materials is determined by
(a) identifying, in the books of the pro-
ducer or person, the latest receipts of fun-
gible materials that add up to the amount
of fungible materials in opening inventory;
(b) determining the origin of the fungible
materials that make up those receipts; and
(c) considering the origin of those fungible
materials to be the origin of the fungible
materials in opening inventory.
(2) Where the producer or person chooses the
specific identification method and has, in
opening inventory, originating materials or
non-originating materials that are fungible
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materials and that are marked with an ori-
gin identifier, the origin of those fungible
materials is determined on the basis of the
origin identifier.

(3) The producer or person may consider all
fungible materials in opening inventory to
be non-originating materials.

PART II
FUNGIBLE GOODS
DEFINITIONS AND INTERPRETATION

SECTION 10. DEFINITIONS.

For purposes of this part,
‘“‘average method” means the method by
which the origin of fungible goods withdrawn
from finished goods inventory is based on the
ratio, calculated under section 12, of origi-
nating goods and non-originating goods in
finished goods inventory;
“FIFO method” means the method by which
the origin of fungible goods first received in
finished goods inventory is considered to be
the origin of fungible goods first withdrawn
from finished goods inventory;
‘‘finished goods inventory’ means an inven-
tory from which fungible goods are sold or
otherwise transferred to another person;
“LIFO method” means the method by which
the origin of fungible goods last received in
finished goods inventory is considered to be
the origin of fungible goods first withdrawn
from finished goods inventory;
‘“‘opening inventory’® means the finished
goods inventory at the time an inventory
management method is chosen; and
‘“‘origin identifier’”” means any mark that
identifies fungible goods as originating goods
or non-originating goods.

GENERAL

SECTION 11.

The inventory management methods for
determining whether fungible goods referred
to in section 7(16)(b) of this appendix are
originating goods are the following:

(a) specific identification method;

(b) FIFO method;

(c) LIFO method; and

(d) average method.

SECTION 12.

An exporter of a good, or a person from
whom the exporter acquired the fungible
good, may choose only one of the inventory
management methods referred to in section
11, including only one averaging period in
the case of the average method, in each fis-
cal year of that exporter or person for each
finished goods inventory of the exporter or
person.
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SPECIFIC IDENTIFICATION METHOD

SECTION 13.

(1) Except as provided under subsection (2),
where the exporter or person referred to in
section 12 chooses the specific identification
method, the exporter or person shall phys-
ically segregate, in finished goods inventory,
originating goods that are fungible goods
from non-originating goods that are fungible
goods.

(2) Where originating goods or non-origi-
nating goods that are fungible goods are
marked with an origin identifier, the ex-
porter or person need not physically seg-
regate those goods under subsection (1) if the
origin identifier is visible on the fungible
goods.

AVERAGE METHOD

SECTION 14.

(1) Where the exporter or person referred to
in section 12 chooses the average method,
the origin of each shipment of fungible goods
withdrawn from finished goods inventory
during a month or three-month period, at
the choice of the exporter or person, is deter-
mined on the basis of the ratio of originating
goods and non-originating goods in finished
goods inventory for the preceding one-month
or three-month period that is calculated by
dividing
(a) the sum of
(i) the total units of originating goods or
non-originating goods that are fungible
goods and that were in finished goods in-
ventory at the beginning of the preceding
one-month or three-month period, and
(ii) the total units of originating goods
or non-originating goods that are fun-
gible goods and that were received in fin-
ished goods inventory during that pre-
ceding one-month or three-month period,
by
(b) the sum of
(i) the total units of originating goods
and non-originating goods that are fun-
gible goods and that were in finished
goods inventory at the beginning of the
preceding one-month or three-month pe-
riod, and
(ii) the total units of originating goods
and non-originating goods that are fun-
gible goods and that were received in fin-
ished goods inventory during that pre-
ceding one-month or three-month period.
(2) The calculation with respect to a pre-
ceding month or three-month period under
subsection (1) is applied to the fungible
goods remaining in finished goods inventory
at the end of the preceding month or three-
month period.
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MANNER OF DEALING WITH OPENING
INVENTORY

SECTION 15.

(1) Except as otherwise provided under sub-
sections (2) and (3), where the exporter or
person referred to in section 12 has fungible
goods in opening inventory, the origin of
those fungible goods is determined by

(a) identifying, in the books of the exporter

or person, the latest receipts of fungible

goods that add up to the amount of fun-

gible goods in opening inventory;

(b) determining the origin of the fungible

goods that make up those receipts; and

(c) considering the origin of those fungible

goods to be the origin of the fungible goods

in opening inventory.
(2) Where the exporter or person chooses the
specific identification method and has, in
opening inventory, originating goods or non-
originating goods that are fungible goods
and that are marked with an origin identi-
fier, the origin of those fungible goods is de-
termined on the basis of the origin identifier.
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(3) The exporter or person may consider all
fungible goods in opening inventory to be
non-originating goods.

ADDENDUM A

“EXAMPLES” ILLUSTRATING THE AP-
PLICATION OF THE INVENTORY MAN-
AGEMENT METHODS TO DETERMINE
THE ORIGIN OF FUNGIBLE MATE-
RIALS

The following ‘‘examples’ are based on the
figures set out in the table below and on the
following assumptions:

(a) originating Material A and non-origi-

nating Material A that are fungible mate-

rials are used in the production of Good A;

(b) one unit of Material A is used to

produce one unit of Good A;

(c) Material A is only used in the produc-

tion of Good A;

(d) all other materials used in the produc-

tion of Good A are originating materials;

and

(e) the producer of Good A exports all ship-

ments of Good A to the territory of a

NAFTA country.

Materials inventory Sales
(Receipts of material A) (Shipments of
N[I)/’:Iljt/?( ) good A)
¢ Quantity Unit cost* Total value Quantity
(units) (units)
12/18/93 . 100 (O) $1.00 $100
12/27/93 . 100 (N2) 1.10 110
01/01/94 . 200 (O13)
01/01/94 . 1,000 (O) 1.00 1,000
01/05/94 . 1,000 (N) 1.10 1,100
01/10/94 . 100
01/10/94 . 1,000 (O) 1.05 1,050
01/15/94 . 700
01/16/94 . 2,000 (N) 1.10 2,200
01/20/94 . 1,000
01/23/94 . 900
*Unit cost is determined in accordance with section 7 of this appendix.

1“0” denotes originating materials.
2“N” denotes non-originating materials.
3“0l” denotes opening inventory.

Example 1: FIFO method

Good A is subject to a regional value-con-
tent requirement. Producer A is using the
transaction value method to determine the
regional value content of Good A.

By applying the FIFO method:
(1) the 100 units of originating Material A in
opening inventory that were received in ma-
terials inventory on 12/18/93 are considered to
have been used in the production of the 100
units of Good A shipped on 01/10/94; therefore,
the value of non-originating materials used
in the production of those goods is consid-
ered to be $0;
(2) the 100 units of non-originating Material
A in opening inventory that were received in
materials inventory on 12/27/93 and 600 units

of the 1,000 units of originating Material A
that were received in materials inventory on
01/01/94 are considered to have been used in
the production of the 700 units of Good A
shipped on 01/15/94; therefore, the value of
non-originating materials used in the pro-
duction of those goods is considered to be
$110 (100 units x $1.10);

(3) the remaining 400 units of the 1,000 units
of originating Material A that were received
in materials inventory on 01/01/94 and 600
units of the 1,000 units of non-originating
Material A that were received in materials
inventory on 01/05/94 are considered to have
been used in the production of the 1,000 units
of Good A shipped on 01/20/94; therefore, the
value of non-originating materials used in
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the production of those goods is considered
to be $660 (600 units x $1.10); and
(4) the remaining 400 units of the 1,000 units
of non-originating Material A that were re-
ceived in materials inventory on 01/05/94 and
500 units of the 1,000 units of originating Ma-
terial A that were received in materials in-
ventory on 01/10/94 are considered to have
been used in the production of the 900 units
of Good A shipped on 01/23/94; therefore, the
value of non-originating materials used in
the production of those goods is considered
to be $440 (400 units x $1.10).
Example 2: LIFO method

Good A is subject to a change in tariff clas-
sification requirement and the non-origi-
nating Material A used in the production of
Good A does not undergo the applicable
change in tariff classification. Therefore,
where originating Material A is used in the
production of Good A, Good A is an origi-
nating good and, where non-originating Ma-
terial A is used in the production of Good A,
Good A is a non-originating good.

By applying the LIFO method:
(1) 100 units of the 1,000 units of non-origi-
nating Material A that were received in ma-
terials inventory on 01/05/94 are considered to
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have been used in the production of the 100
units of Good A shipped on 01/10/94;
(2) 700 units of the 1,000 units of originating
Material A that were received in materials
inventory on 01/10/94 are considered to have
been used in the production of the 700 units
of Good A shipped on 01/15/94;
(3) 1,000 units of the 2,000 units of non-origi-
nating Material A that were received in ma-
terials inventory on 01/16/94 are considered to
have been used in the production of the 1,000
units of Good A shipped on 01/20/94; and
(4) 900 units of the remaining 1,000 units of
non-originating Material A that were re-
ceived in materials inventory on 01/16/94 are
considered to have been used in the produc-
tion of the 900 units of Good A shipped on 01/
23/94.
Ezxample 3: Average method

Good A is subject to an applicable regional
value-content requirement. Producer A is
using the transaction value method to deter-
mine the regional value content of Good A.
Producer A determines the average value of
non-originating Material A and the ratio of
originating Material A to total value of orig-
inating Material A and non-originating Ma-
terial A in the following table.

Materials inventory Sales
(Ship-
(Receipts of material A) (Non-originating material) ments of
Date ood A)
(M/D/Y) 9
Quantity Total . « | Quantity Total . !
(units) value Unit cost (units) value Ratio Q(ldﬁﬂg;y
Receipt 12/18/93 | 100 (O1) $100 $1.00
Receipt ... 12/27/93 | 100 (N2) 110 1.10 100 | $110.00
NEW AVERAGE INV. 200 (Ol3) 210 1.05 100 105.00 0.50
VALUE.
Receipt ....ccovvririicie 01/01/94 | 1,000 (O) 1,000 1.00
NEW AVERAGE INV. 1,200 1,210 1.01 100 101.00 0.08
VALUE.
Receipt ..o 01/05/94 | 1,000 (N) 1,100 1.10 1,000 | 1,100.00
NEW AVERAGE INV. 2,200 2,310 1.05 1,100 | 1,155.00 0.50
VALUE.
Shipment ... 01/10/94 | (100) (105) 1.05 (50) (52.50) 100
Receipt ... 01/10/94 | 1,000 (O) 1,050 1.05
NEW AVERAGE INV. 3,100 3,255 1.05 1,050 | 1,102.50 0.34
VALUE.
Shipment . 01/15/94 | (700) (735) 1.05 (238) | (249.90) 700
Receipt ... 01/16/94 | 2,000 (N) 2,200 1.10 2,000 | 2,000.00
NEW AVERAGE INV. 4,400 4,720 1.07 2,816 | 3,013.20 0.64
VALUE.
Shipment 01/20/94 | (1,000) (1,070) 1.07 (640) | (648.80) 1,000
Shipment 01/23/94 | (900) (963) 1.07 (576) | (616.32) 900
NEW AVERAGE INV. 2,500 2,687 1.07 1,596 | 1,707.24 0.64
VALUE.

*Unit cost is determined in accordance with section 7 of this appendix.

140" denotes originating materials.
2“N” denotes non-originating materials.
3“0l” denotes opening inventory.
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By applying the average method:

(1) before the shipment of the 100 units of
Material A on 01/10/94, the ratio of units of
originating Material A to total units of Ma-
terial A in materials inventory was .50 (1,100
units/2,200 units) and the ratio of units of
non-originating Material A to total units of
Material A in materials inventory was .50
(1,100 units/2,200 units); based on those ratios,
50 units (100 units x .50) of originating Mate-
rial A and 50 units (100 units x .50) of non-
originating Material A are considered to
have been used in the production of the 100
units of Good A shipped on 01/10/94; therefore,
the value of non-originating Material A used
in the production of those goods is consid-
ered to be $52.50 [100 units x $1.05 (average
unit value) x .50]; the ratios are applied to
the units of Material A remaining in mate-
rials inventory after the shipment: 1,050
units (2,100 units x .50) are considered to be
originating materials and 1,050 units (2,100
units x .50) are considered to be non-origi-
nating materials;

(2) before the shipment of the 700 units of
Good A on 01/15/94, the ratio of units of origi-
nating Material A to total units of Material
A in materials inventory was 66% (2,050
units/3,100 units) and the ratio of units of
non-originating Material A to total units of
Material A in materials inventory was 34%
(1,050 units/3,100 units); based on those ratios,
462 units (700 units x .66) of originating Mate-
rial A and 238 units (700 units x .34) of non-
originating Material A are considered to
have been used in the production of the 700
units of Good A shipped on 01/15/94; therefore,
the value of non-originating Material A used
in the production of those goods is consid-
ered to be $249.90 [700 units x $1.05 (average
unit value) x 34%]; the ratios are applied to
the units of Material A remaining in mate-
rials inventory after the shipment: 1,584
units (2,400 units x .66) are considered to be
originating materials and 816 units (2,400
units x .34) are considered to be non-origi-
nating materials;

(3) before the shipment of the 1,000 units of
Material A on 01/20/94, the ratio of units of
originating Material A to total units of Ma-
terial A in materials inventory was 36%
(1,584 units/4,400 units) and the ratio of units
of non-originating Material A to total units
of Material A in materials inventory was
64% (2,816 units/4,400 units); based on those
ratios, 360 units (1,000 units x .36) of origi-
nating Material A and 640 units (1,000 units x
.64) of non-originating Material A are consid-
ered to have been used in the production of
the 1,000 units of Good A shipped on 01/20/94;
therefore, the value of non-originating Mate-
rial A used in the production of those goods
is considered to be $684.80 [1,000 units x $1.07
(average unit value) x 64%]; those ratios are
applied to the units of Material A remaining
in materials inventory after the shipment:
1,224 units (3,400 units x .36) are considered to
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be originating materials and 2,176 units (3,400
units x .64) are considered to be non-origi-
nating materials;
(4) before the shipment of the 900 units of
Good A on 01/23/94, the ratio of units of origi-
nating Material A to total units of Material
A in materials inventory was 36% (1,224
units/3,400 units) and the ratio of units of
non-originating Material A to total units of
Material A in materials inventory was 64%
(2,176 units/3,400 units; based on those ratios,
324 units (900 units x .36) of originating Mate-
rial A and 576 units (900 units x .64) of non-
originating Material A are considered to
have been used in the production of the 900
units of Good A shipped on 01/23/94; therefore,
the value of non-originating Material A used
in the production of those goods is consid-
ered to be $616.32 [900 units x $1.07 (average
unit value) x 64%]; those ratios are applied to
the units of Material A remaining in mate-
rials inventory after the shipment: 900 units
(2,500 units x .36) are considered to be origi-
nating materials and 1,600 units (2,500 units x
.64) are considered to be non-originating ma-
terials.
Example 4: Average method

Good A is subject to an applicable regional
value-content requirement. Producer A is
using the net cost method and is averaging
over a period of one month under section
6(15)(a) of this appendix to determine the re-
gional value content of Good A.

By applying the average method:

the ratio of units of originating Material A
to total units of Material A in materials in-
ventory for January 1994 is 40.4% (2,100 units/
5,200 units);

based on that ratio, 1,091 units (2,700 units
x .404) of originating Material A and 1,609
units (2,700 units-1,091 units) of non-origi-
nating Material A are considered to have
been used in the production of the 2,700 units
of Good A shipped in January 1994; therefore,
the value of non-originating materials used
in the production of those goods is consid-
ered to be $0.64 per unit [$5,560 (total value of
Material A in materials inventory)/ $5,200
(units of Material A in materials inventory)
= $1.07 (average unit value) x (1-.404)] or $1,728
($0.64 x 2,700 units); and

that ratio is applied to the units of Mate-
rial A remaining in materials inventory on
January 31, 1994: 1,010 units (2,500 units x .404)
are considered to be originating materials
and 1,490 units (2,500 units-1,010 units) are
considered to be non-originating materials.

ADDENDUM B

“EXAMPLES” ILLUSTRATING THE AP-
PLICATION OF THE INVENTORY MAN-
AGEMENT METHODS TO DETERMINE

THE ORIGIN OF FUNGIBLE GOODS

The following ‘‘examples’ are based on the
figures set out in the table below and on the
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assumption that Exporter A acquires origi-
nating Good A and non-originating Good A
that are fungible goods and physically com-
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bines or mixes Good A before exporting those
goods to the buyer of those goods.

Finished goods inven- Sales (shipments of
Date (M/D/Y) tory (receipts of good A) good A
Quantity (units) Quantity (units)
T2/18/93 . s 100 (O1)
12727793 ..ot 100 (N2)
01/01/94 ..o 200 (OI13)
01/01/94 ..o 1,000 (O)
01/05/94 ...t s 1,000 (N)
01/10/94 ..o s 100
O1/15/94 oottt 1,000 (O)
OF/16/94 ... s 700
01/20/94 ...t s 2,000 (N)
01/20/94 ...t 1,000
01/2B/94 ..o s 900

1“0” denotes originating goods.
2“N” denotes non-originating goods.
3“0lI” denotes opening inventory.

Example 1: FIFO method

By applying the FIFO method:
(1) the 100 units of originating Good A in
opening inventory that were received in fin-
ished goods inventory on 12/18/93 are consid-
ered to be the 100 units of Good A shipped on
01/10/94;
(2) the 100 units of non-originating Good A in
opening inventory that were received in fin-
ished goods inventory on 12/27/93 and 600
units of the 1,000 units of originating Good A
that were received in finished goods inven-
tory on 01/01/94 are considered to be the 700
units of Good A shipped on 01/15/94;
(3) the remaining 400 units of the 1,000 units
of originating Good A that were received in
finished goods inventory on 01/01/94 and 600
units of the 1,000 units of non-originating
Good A that were received in finished goods
inventory on 01/05/94 are considered to be the
1,000 units of Good A shipped on 01/20/94; and
(4) the remaining 400 units of the 1,000 units
of non-originating Good A that were received
in finished goods inventory on 01/05/94 and 500
units of the 1,000 units of originating Good A
that were received in finished goods inven-
tory on 01/10/94 are considered to be the 900
units of Good A shipped on 01/23/94.
Example 2: LIFO method

By applying the LIFO method:
(1) 100 units of the 1,000 units of non-origi-
nating Good A that were received in finished
goods inventory on 01/05/94 are considered to
be the 100 units of Good A shipped on 01/10/94;
(2) 700 units of the 1,000 units of originating
Good A that were received in finished goods
inventory on 01/10/94 are considered to be the
700 units of Good A shipped on 01/15/94;
(3) 1,000 units of the 2,000 units of non-origi-
nating Good A that were received in finished
goods inventory on 01/16/94 are considered to
be the 1,000 units of Good A shipped on 01/20/
94; and

(4) 900 units of the remaining 1,000 units of
non-originating Good A that were received in
finished goods inventory on 01/16/94 are con-
sidered to be the 900 units of Good A shipped
on 01/23/94.

Example 3: Average method

Exporter A chooses to determine the origin
of Good A on a monthly basis. Exporter A ex-
ported 3,000 units of Good A during the
month of February 1994. The origin of the
units of Good A exported during that month
is determined on the basis of the preceding
month, that is January 1994.

By applying the average method:
the ratio of originating goods to all goods in
finished goods inventory for the month of
January 1994 is 40.4% (2,100 units/5,200 units);
based on that ratio, 1,212 units (3,000 units x
.404) of Good A shipped in February 1994 are
considered to be originating goods and 1,788
units (3,000 units — 1,212 units) of Good A are
considered to be non-originating goods; and
that ratio is applied to the units of Good A
remaining in finished goods inventory on
January 31, 1994: 1,010 units (2,500 units x .404)
are considered to be originating goods and
1,490 units (2,500 units — 1,010 units) are con-
sidered to be non-originating goods.

SCHEDULE XI

METHOD FOR CALCULATING NON-
ALLOWABLE INTEREST COSTS

DEFINITIONS AND INTERPRETATION

SECTION 1. DEFINITIONS.

For purposes of this Schedule,
“fixed-rate contract’’ means a loan contract,
installment purchase contract or other fi-
nancing agreement in which the interest
rate remains constant throughout the life of
the contract or agreement;
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‘“‘linear interpolation’ means, with respect
to the yield on federal government debt obli-
gations, the application of the following
mathematical formula:

A+[(B—AXE-D))/(C-D)]

where
A is the yield on federal government debt
obligations that are nearest in maturity
but of shorter maturity than the weight-
ed average principal maturity of the pay-
ment schedule under the fixed-rate con-
tract or variable-rate contract to which
they are being compared,
B is the yield on federal government debt
obligations that are nearest in maturity
but of greater maturity than the weight-
ed average principal maturity of that
payment schedule,
C is the maturity of federal government
debt obligations that are nearest in ma-
turity but of greater maturity than the
weighted average principal maturity of
that payment schedule,
D is the maturity of federal government
debt obligations that are nearest in ma-
turity but of shorter maturity than the
weighted average principal maturity of
that payment schedule, and
E is the weighted average principal ma-
turity of that payment schedule; ‘‘pay-
ment schedule’” means the schedule of
payments, whether on a weekly, bi-week-
ly, monthly, yearly or other basis, of
principal and interest, or any combina-
tion thereof, made by a producer to a
lender in accordance with the terms of a
fixed-rate contract or variable-rate con-
tract;
“‘variable-rate contract’’ means a loan con-
tract, installment purchase contract or
other financing agreement in which the in-
terest rate is adjusted at intervals during
the life of the contract or agreement in ac-
cordance with its terms;
‘“‘weighted average principal maturity”
means, with respect to fixed-rate contracts
and variable-rate contracts, the number of
years, or portion thereof, that is equal to the
number obtained by
(a) dividing the sum of the weighted prin-
cipal payments,
(i) in the case of a fixed-rate contract, by
the original amount of the loan, and
(ii) in the case of a variable-rate con-
tract, by the principal balance at the be-
ginning of the interest rate period for
which the weighted principal payments
were calculated, and
(b) rounding the amount determined under
paragraph (a) to the nearest single decimal
place and, where that amount is the mid-
point between two such numbers, to the
greater of those two numbers;
‘“‘weighted principal payment’’ means,
(a) with respect to fixed-rate contracts, the
amount determined by multiplying each
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principal payment under the contract by
the number of years, or portion thereof, be-
tween the date the producer entered into
the contract and the date of that principal
payment, and
(b) with respect to variable-rate contracts
(i) the amount determined by multi-
plying each principal payment made dur-
ing the current interest rate period by
the number of years, or portion thereof,
between the beginning of that interest
rate period and the date of that payment,
and
(ii) the amount equal to the outstanding
principal owing, but not necessarily due,
at the end of the current interest rate pe-
riod, multiplied by the number of years,
or portion thereof, between the begin-
ning and the end of that interest rate pe-
riod;
‘“‘yield on federal government debt obliga-
tions’ means
(a) in the case of a producer located in Can-
ada, the yield for federal government debt
obligations set out in the Bank of Canada’s
Weekly Financial Statistics
(i) where the interest rate is adjusted at
intervals of less than one year, under the
title “Treasury Bills”, and
(ii) in any other case, under the title
“Selected Government of Canada bench-
mark bond yields”,
for the week that the producer entered
into the contract or the week of the most
recent interest rate adjustment date, if
any, under the contract,
(b) in the case of a producer located in
Mexico, the yield for federal government
debt obligations set out in La Seccion de
Indicadores Monetarios, Financieros, y de
Finanzas Publicas, de los Indicadores
Economicos, published by the Banco de
Mexico under the title ‘“‘Certificados de la
Tesoreria de la Federacion’ for the week
that the producer entered into the con-
tract or the week of the most recent inter-
est rate adjustment date, if any, under the
contract, and
(c) in the case of a producer located in the
United States, the yield for federal govern-
ment debt obligations set out in the Fed-
eral Reserve statistical release (H.15) Se-
lected Interest Rates
(i) where the interest rate is adjusted at
intervals of less than one year, under the
title ““U.S. government securities, Treas-
ury bills, Secondary market’’, and
(ii) in any other case, under the title
“U.S. Government Securities, Treasury
constant maturities”,
for the week that the producer entered
into the contract or the week of the most
recent interest rate adjustment date, if
any, under the contract.
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SECTION 2.

For purposes of calculating non-allowable

interest costs

(a) with respect to a fixed-rate contract,
the interest rate under that contract shall
be compared with the yield on federal gov-
ernment debt obligations that have matu-
rities of the same length as the weighted
average principal maturity of the payment
schedule under the contract (that yield de-
termined by linear interpolation, where
necessary);

(b) with respect to a variable-rate contract
(i) in which the interest rate is adjusted
at intervals of less than or equal to one
year, the interest rate under that con-
tract shall be compared with the yield on
federal government debt obligations that
have maturities closest in length to the
interest rate adjustment period of the
contract, and
(ii) in which the interest rate is adjusted
at intervals of greater than one year, the
interest rate under the contract shall be
compared with the yield on federal gov-
ernment debt obligations that have ma-
turities of the same length as the weight-
ed average principal maturity of the pay-
ment schedule under the contract (that
yield determined by linear interpolation,
where necessary); and

(c) with respect to a fixed-rate or variable-

rate contract in which the weighted aver-

age principal maturity of the payment
schedule under the contract is greater than
the maturities offered on federal govern-
ment debt obligations, the interest rate
under the contract shall be compared to

Pt. 181, App.

the yield on federal government debt obli-
gations that have maturities closest in
length to the weighted average principal
maturity of the payment schedule under
the contract.

ADDENDUM

“EXAMPLE” ILLUSTRATING THE APPLI-
CATION OF THE METHOD FOR CALCU-
LATING NON-ALLOWABLE INTEREST
COSTS IN THE CASE OF A FIXED-RATE
CONTRACT

The following example is based on the fig-
ures set out in the table below and on the
following assumptions:

(a) a producer in a NAFTA country bor-

rows $1,000,000 from a person of the same

NAFTA country under a fixed-rate con-

tract;

(b) under the terms of the contract, the

loan is payable in 10 years with interest

paid at the rate of 6 percent per year on
the declining principal balance;

(c) the payment schedule calculated by the

lender based on the terms of the contract

requires the producer to make annual pay-
ments of principal and interest of
$135,867.36 over the life of the contract;

(d) there are no federal government debt

obligations that have maturities equal to

the 6-year weighted average principal ma-
turity of the contract; and

(e) the federal government debt obligations

that are nearest in maturity to the weight-

ed average principal maturity of the con-
tract are of 5- and 7-year maturities, and

the yields on them are 4.7 percent and 5.0

percent, respectively.

Years of loan Principal balance? | Interest payment2 P"nﬁ:gﬁ{ apay- Payment schedule Welgp};t;,-r?" gf:ltrlmpal
1. $924,132.04 $60,000.00 $75,867.96 $135,867.96 $75,867.96
2 843,712.00 55,447.92 80,420.04 135,867.96 160,840.08
3 758,466.76 50,622.72 85,245.24 135,867.96 255,735.72
4 668,106.81 45,508.01 90,359.95 135,867.96 361,439.82
5 572,325.26 40,086.41 95,781.55 135,867.96 478,907.76
6 470,796.81 34,339.52 101,528.44 135,867.96 609,170.67
7 363,176.66 28,247.81 107,620.15 135,867.96 753,341.06
8 249,099.30 21,790.60 114,077.36 135,867.96 912,618.88
9 . 128,177.30 14,945.96 120,922.00 135,867.96 1,088,298.02
10 . (0.00) 7,690.66 128,177.32 135,867.96 1,281,773.22

$5,977,993.19

1The principal balance represents the loan balance at the end of each full year the loan is in effect and is calculated by sub-
tracting the current year’s principal payment from the prior year’s ending loan balance.
2|nterest payments are calculated by multiplying the prior year’s ending loan balance by the contract interest rate of 6 percent.
3 Principal payments are calculated by subtracting the current years interest payments from the annual payment schedule

amount.

4The weighted principal payment is determined by, for each year of the loan, multiplying that year’s principal payment by the
number of years the loan had been in effect at the end of that year.
5The weighted average principal maturity of the contract is calculated by dividing the sum of the weighted principal payments

by the original loan amount and rounding the amount determined to the nearest decimal place.

Weighted Average Principal Maturity
$5,977,993.19/$1,000,000=5.977993 or 6 years>
By applying the above method:

(1) the weighted average principal matu-
rity of the payment schedule under the 6
percent contract is 6 years;
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(2) the yields on the closest maturities for
comparable federal government debt obli-
gations of 5 years and 7 years are 4.7 per-
cent and 5.0 percent, respectively; there-
fore, using linear interpolation, the yield
on a federal government debt obligation
that has a maturity equal to the weighted
average principal maturity of the contract
is 4.85 percent. This number is calculated
as follows:

4.7+[((5.0—4.T)x(6 —5))/(T—5)]

=4.7+0.15

=4.85%; and

(3) the producer’s contract interest rate of

6 percent is within 700 basis points of the
4.85 percent yield on the comparable fed-
eral government debt obligation; therefore,
none of the producer’s interest costs are
considered to be non-allowable interest
costs for purposes of the definition ‘“‘non-
allowable interest costs.”

“EXAMPLE” ILLUSTRATING THE APPLI-
CATION OF THE METHOD FOR CALCU-
LATING NON-ALLOWABLE INTEREST
COSTS IN THE CASE OF A VARIABLE-
RATE CONTRACT

The following example is based on the fig-
ures set out in the tables below and on the
following assumptions:

(a) a producer in a NAFTA country bor-

rows $1,000,000 from a person of the same

19 CFR Ch. | (4-1-14 Edition)

NAFTA country under a variable-rate con-
tract;

(b) under the terms of the contract, the
loan is payable in 10 years with interest
paid at the rate of 6 percent per year for
the first two years and 8 percent per year
for the next two years on the principal bal-
ance, with rates adjusted each two years
after that;

(c) the payment schedule calculated by the
lender based on the terms of the contract
requires the producer to make annual pay-
ments of principal and interest of
$135,867.96 for the first two years of the
loan, and of $146,818.34 for the next two
years of the loan;

(d) there are no federal government debt
obligations that have maturities equal to
the 1.9-year weighted average principal
maturity of the first two years of the con-
tract;

(e) there are no federal government debt
obligations that have maturities equal to
the 1.9-year weighted average principal
maturity of the third and fourth years of
the contract; and

(f) the federal government debt obligations
that are nearest in maturity to the weight-
ed average principal maturity of the con-
tract are 1- and 2-year maturities, and the
yields on them are 3.0 percent and 3.5 per-
cent respectively.

Beginning of Principal bal- o Interest pay- Principal pay- | Payment sched- | Weighted prin-
year ance Interest rate (%) ment ment ule cipal payment
1. $1,000,000.00 6.00 $60,000.00 $75,867.96 $135,867.96 $75,867.96
2 . 924,132.04 6.00 55,447.92 80,420.04 135,867.96 1,848,264.08

$1,924,132.04

Weighted Average Principal Maturity
$1,924,132.04/$1,000,000=1.92413204 or 1.9 years
By applying the above method:

(1) the weighted average principal matu-
rity of the payment schedule of the first
two years of the contract is 1.9 years;

(2) the yield on the closest maturities of fed-
eral government debt obligations of 1 year
and 2 years are 3.0 and 3.5 percent, respec-
tively; therefore, using linear interpola-
tion, the yield on a federal government
debt obligation that has a maturity equal
to the weighted average principal maturity
of the payment schedule of the first two
years of the contract is 3.45 percent. This
amount is calculated as follows:

3.0+[((3.5—3.0)x(1.9-1.0))/(2.0—-1.0)]

=3.0+0.45

=3.45%; and
(3) the producer’s contract rate of 6 percent
for the first two years of the loan is within
700 basis points of the 3.45 percent yield on
federal government debt obligations that
have maturities equal to the 1.9-year
weighted average principal maturity of the
payment schedule of the first two years of
the producer’s loan contract; therefore,
none of the producer’s interest costs are
considered to be non-allowable interest
costs for purposes of the definition ‘‘non-
allowable interest costs’.

Beginning of Principal bal- Interest pay- Principal pay- | Payment sched- | Weighted prin-
year ance Interest rate (%) ment ment ule cipal payment
1. $1,000,000.00 6.00 $60,000.00 $75,867.96 $135,867.96
2 924,132.04 6.00 55,447.92 80,420.04 135,867.96
3. 843,712.01 8.00 67,496.96 79,321.38 146,818.34 $79,321.38
4o 764,390.62 8.00 61,151.25 85,667.09 146,818.34 1,528,781.24
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Beginning of Principal bal-

o
year ance Interest rate (%)

Interest pay-
ment

Principal pay- | Payment sched-
ment ule

Weighted prin-
cipal payment

$1,608,102.62

Weighted Average Principal Maturity
$1,608,102.62/$843,712.01=1.905985 or 1.9
years

By applying the above method:

(1) the weighted average principal matu-
rity of the payment schedule under the
first two years of the contract is 1.9 years;
(2) the federal government debt obligations
that are nearest in maturities to the
weighted average principal maturity of the
contract are 1- and 2-year maturities, and
the yields on them are 3.0 and 3.5 percent,
respectively; therefore, using linear inter-
polation, the yield on a federal government
debt obligation that has a maturity equal
to the weighted average principal maturity
of the payment schedule of the first two
years of the contract is 3.45 percent. This
amount is calculated as follows:

3.0+[((3.5—3.0)x(1.9-1.0))/(2.0—-1.0)]

=3.0+0.45

=3.45%
(3) the producer’s contract interest rate,
for the third and fourth years of the loan,
of 8 percent is within 700 basis points of the
3.45 percent yield on federal government
debt obligations that have maturities
equal to the 1.9-year weighted average
principal maturity of the payment sched-
ule under the third and fourth years of the
producer’s loan contract; therefore, none of
the producer’s interest costs are considered
to be non-allowable interest costs for pur-
poses of the definition ‘‘non-allowable in-
terest costs”’.

SCHEDULE XII

GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES

SECTION 1.

Generally Accepted Accounting Principles
means the recognized consensus or substan-
tial authoritative support in the territory of
a NAFTA country with respect to the record-
ing of revenues, expenses, costs, assets and
liabilities, disclosure of information and
preparation of financial statements. These
standards may be broad guidelines of general
application as well as detailed standards,
practices and procedures.

SECTION 2.

For purposes of Generally Accepted Ac-
counting Principles, the recognized con-
sensus or authoritative support are referred
to or set out in the following publications:

(a) with respect to the territory of Canada,

The Canadian Institute of Chartered Account-

ants Handbook, as updated from time to
time;
(b) with respect to the territory of Mexico,
Los Principios de Contabilidad Generalmente
Aceptados, issued by the Instituto Mexicano
de Contadores Publicos A.C. (IMCP), includ-
ing the boletines complementarios, as up-
dated from time to time; and
(c) with respect to the territory of the
United States,
(i) the following publications of the
American Institute of Certified Public
Accountants (AICPA), as updated from
time to time:
(A) AICPA Professional Standards,
(B) Committee on Accounting Proce-
dure Accounting Research Bulletins,
(C) Accounting Principles Board Opin-
ions and Statements,
(D) APB Accounting and Auditing
Guides,
(E) AICPA Statements of Position, and
(F') AICPA Issues Papers and Practice
Bulletins,
(ii) the following publications of the Fi-
nancial Accounting Standards Board
(FASB), as updated from time to time:
(A) FASB Accounting Standards and
Interpretations,
(B) FASB Technical Bulletins, and
(C) FASB Concepts Statements.

[T.D. 9568, 60 FR 46364, Sept. 6, 1995, as
amended by T.D. 02-15, 67 FR 15482, Apr. 2,
2002; 67 FR 19810, Apr. 23, 2002]

PART 191—DRAWBACK

Sec.
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191.0a Claims filed under NAFTA.

Subpart A—General Provisions

191.1 Authority of the Commissioner of Cus-
toms.

191.2 Definitions.

191.3 Duties and fees subject or not subject
to drawback.

191.4 Merchandise in which a U.S. Govern-
ment interest exists.

191.5 Guantanamo Bay, insular possessions,
trust territories.

191.6 Authority to sign drawback docu-
ments.

191.7 General manufacturing drawback rul-
ing.

191.8 Specific manufacturing drawback rul-
ing.

191.9 Agency.
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